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We are pleased to provide you this 17th annual edition of TrendLines: 
Trends in Washington Commercial Real Estate.  This is a collaborative 
publication of Delta Associates and Transwestern.  Our purposes are to 
distill the trends of 2013 and to shed light on pivotal forces and issues that 
we believe will affect the region’s economy and commercial real estate in 
2014 and beyond.  

A year ago in this space we wrote of the dour headlines that were likely 
to greet us in 2013:  a February debt ceiling debate, a March deadline for 
implementing sequestration, and annual budget fi ghts (that eventually led 
to a government shutdown in October).  By contrast, 2014 brings with it a 
portfolio of good news.  While another debt ceiling debate is indeed on tap 
for the spring, the two-year budget deal struck by Congress in December 
brings a welcome dose of certainty to our regional economy.  As the home 
to the Federal government as well as many government contractors, this 
agreement will allow for better planning and greater investment that will 
benefi t our region.  Could both political parties be grasping the concept 
that governing by crisis is counterproductive? We think so, at least for now.  
Further, December’s budget deal rolled back some of the sequestration 
cuts that had been hampering government contractors and limiting Federal 
spending in this region. And it facilitates GSA activity for the fi rst time in 
two years.  This bargain on the budget and the other good news ushered 
in by 2014 are signifi cant enough, in our view, that they headline our list 
of MegaTrends – the major trends that affect our commercial real estate 
market’s performance in the year ahead.  For the rest of our MegaTrends, 
see Section One of this report. Importantly, it is not just changes on Capitol 
Hill that have created “A New Playbook.”  It is fundamental changes to 
real estate – the way we use it – that have contributed to a new way to do 
business and hence the requirement for a new playbook.  For example, an 
outsized apartment pipeline and undersized offi ce demand require a new 
approach to these asset classes.

Last year’s market performance refl ected a year of uncertainty, as some 
product types performed well while others sought traction.  While offi ce 
and apartment rents declined, the less heralded industrial and retail 
property types outperformed.  In particular, Washington’s status as the 
nation’s leader in median household income drew retailers to the region.

These retailers, Amazon among them, are building and leasing warehouse 
space so they can implement same-day delivery and other conveniences 
for Washington’s consumers.  This trend is likely to accelerate in 2014 along 
with the economic recovery.

But just because offi ce and apartment rents edged lower in 2013 does not 
mean those sectors are without opportunity in 2014.  The long-awaited 
opening of Metro’s Silver Line in Tysons Corner represents a new era for the 
region’s premier suburban offi ce market.  While development is underway 
near the new rail stations, more opportunity exists for the creation of 
amenities to serve new residents and offi ce tenants.  Also, the region is 
blessed with a limited offi ce development pipeline.  In addition, as offi ce 
tenants around the region continue their efforts to reduce the amount of SF 
leased per worker, those that do move are targeting a move to quality – and 
owners with suffi cient capital can take advantage of the fl ight to quality by 
renovating and repositioning tired assets.

Ultimately, success will go to the savvy investor who takes calculated risks 
and looks beyond the next 12 months.  While we expect 2014 to be a year 
of modest growth for most commercial property types, it is 2015-16 when 
this market is likely to benefi t most from accelerating job growth and a 
robust private sector.

We offer more specifi cs about market opportunities throughout this 
publication.  Overall, we expect 2014 to be a better year than 2013.  We 
also expect to fi nd more opportunities in our industry in 2014 than we 
found in 2013.  For the thoughtful investor and developer, 2014 represents 
a pivot point in the regional economy and commercial markets.  Hence, the 
subtitle of this report: A New Playbook. 

Thank you for your interest in our research and other services, including 
brokerage, property management, investment sales, and development.  
We look forward to helping you interpret everything you see in the market 
and to being your service partner in the period ahead.  Best wishes for a 
successful 2014.

Foreword

To our friends, clients and colleagues:

February 2014

Phil McCarthy and Keith Foery
Executive Managing Directors
Mid-Atlantic Region

Gregory H. Leisch, CRE
Chief Executive 
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To our clients and business associates: 

As a leader in the DC business community for almost 40 years, Baker Tilly is once again proud to 
support TrendLines®.

Baker Tilly continues to be recognized for service and quality in the delivery of tax, assurance, 
and consulting services to the Washington, DC marketplace. Our breadth and depth of resources 
focused on the real estate industry allows us to serve the leading real estate companies and 
institutions investing in the Washington area. 

The looming mid-term elections, an increase in the debt ceiling and implementation of the 
Affordable Care Act will make 2014 a busy year with the potential for a return to uncertainty.

This year promises to be an exciting time for those of us living in the metro Washington area. The 
arrival of Metro’s Silver Line in Virginia and completion of many core projects in our metropolitan 
area will shape future real estate development for many years to come.

Baker Tilly looks forward to continue advising the businesses and entrepreneurs who are the 
foundation of the Metro Washington real estate industry, and helping them maximize the 
opportunities created by an ever-changing world.  

Sincerely,

Kelly P. Toole
Managing Partner, Tax Services 
703.923.8215 
kelly.toole@bakertilly.com
www.bakertilly.com



Dear TrendLines® participant:

PNC Real Estate is proud to sponsor the TrendLines® Report once again in 2014, which is widely 
regarded as a premier resource for our region’s commercial real estate professionals. 

In today’s rapidly evolving real estate environment, having access to timely market knowledge 
is critical to running your business. For years, the TrendLines Report has been such a source, 
delivering a valuable overview of the Washington, D.C. real estate market.  

Equally critical is having confi dence in your lender, an institution that has experienced varied 
economic cycles and has always been available to its customers.  PNC Real Estate is one of those 
lenders. 

PNC Real Estate continues to deliver one of the industry’s broadest platforms of products and 
services. Our comprehensive array of capabilities includes acquisition, construction and permanent 
fi nancing for public and private developers and investors; agency fi nancing for multifamily and 
seniors housing properties; debt and equity capital for the affordable housing industry; access 
to the capital markets and treasury management services.  In addition, through Midland Loan 
Services, we provide third-party loan servicing, asset management, and technology solutions.  

PNC is one of the nation’s top banks by deposits, with $309 billion in assets and over 2,700 
branches as of September 30, 2013. Our strength lies not only in our size, but in the innovative 
ways in which we deliver products and solutions to help you achieve your business goals.

To learn how we can bring ideas, insight and solutions to you, call us or visit  www.pnc.com/
realestate.

Sincerely,

    
Michael N. Harreld William R. Lynch III
President Senior Vice President
PNC Bank – Greater Washington Area PNC Real Estate
202.835.5513 202.835.4513
m.harreld@pnc.com william.lynch@pnc.com

PNC is a registered mark of The PNC Financial Services Group, Inc. (“PNC”). 

© 2014 The PNC Financial Services Group, Inc. All rights reserved. 
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Th e purpose of TrendLines® is to distill the trends of 2013 and shed light on pivotal issues that shape our commer-
cial real estate opportunities in the Washington marketplace in 2014 and beyond.  

Last year in TrendLines we forecasted that in 2013 we would face greater challenges and uncertainty compared 
to 2012. We wrote that 2013 could well feel like the trough of the regional recovery. Right away at that, given 
we faced debt ceiling debates, the start of sequestration, fi scal policy gridlock, and a Federal government shut-
down. Given all these challenges, businesses and consumers in the region remained cautious about spending – an 
environment that slowed economic growth.

The economy: We look to 2014 for economic progress. We begin the 
year with buoyed optimism – more certainty as a result of new-found co-
operation on Capitol Hill that led to a December 2013 two-year Federal 
budget agreement that not only removed uncertainty from the economy 
but did much to restore previous budget cuts to programs that ham-
pered area growth.

Commercial real estate: Armed with greater certainty and underpinned 
by a growing private sector, in our view the commercial real estate mar-
ket will gain traction in 2014. However, investors will have to adapt to 
shifting demographics and preferences. 

Offi ce and apartments: With an outsized supply of apartments and an 
undersized demand for offi ce space, we face softer market conditions 
for these two asset types. But we believe there are plenty of opportuni-
ties for investors who adapt to the changing preferences of tenants and 
residents.

Retail and industrial: These sectors remain top-performing property 
types and likely will remain so in 2014 and beyond. Retailers are quickly 
reducing planned fl oor plates to fi t in high-traffi c urban areas and adapt-
ing to the impacts of e-commerce.  E-commerce also is impacting the 
industrial market, as demand rises for effi cient warehouse space to easily 
pack and ship products to online shoppers.

Housing: The condominium market also will experience gains during 
2014 in concert with the recovering single-family housing market.  

Patience and opportunity: Although the Washington metro area will ex-
perience greater traction in 2014 compared to the year prior, we believe 
growth will remain muted compared to past recovery cycles. Investors 
will have to be savvy in 2014 – preparing for greater gains that will come 
in 2015-16. In the balance of this section, and throughout the remainder 
of this report, we share our thoughts on how to tackle the challenges 
ahead.

A New 

PLAYBOOK
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A new playbook: The balance of this section of TrendLines looks at the 
broad impact of “MegaTrends” that affect our opportunities to make 
investments and undertake development in commercial real estate. 
Following that, the rest of the report investigates the challenges and 
opportunities that face each property type. We have concluded that in 
the period ahead, investors and developers in Washington metro area 
commercial real estate will have to follow a new playbook, operating un-
der new ground rules. This new playbook is responding to fundamental 
changes brought about by elevated uncertainty, the need to do more 
with less, changes in the way tenants and residents use real estate and 
therefore increased property obsolescence, fundamental demograph-
ic shifts, the fl ood of capital into commercial real estate, rising interest 
rates, a right-sized Federal government, densifi cation of offi ce space, 
and a new paradigm in transportation and housing. The tried and true 
ways of investing in and developing commercial real estate just do not 
seem suited to today’s environment. 

MegaTrends: We think the opportunities for investing and developing in 
the period ahead come from six MegaTrends:

1. UNCERTAINTY IN 2013, LESS IN 2014: Despite the uncertainty the 
Washington region experienced during 2013, the local economy is 
positioned to rebound in 2014 and beyond. Now with a two-year 
Federal budget deal in place, we expect this uncertainty to lessen in 
2014, which will boost the local economy.  

2. NATIONAL ECONOMIC RECOVERY IS GAINING MOMENTUM: 
This economic boost also will be felt at the national level, as several 
economic indicators point to a healthier 2014. 

3. CAPITAL FLOWS IN WASHINGTON VARY FROM NATION: While 
capital fl ows into commercial real estate remain strong nationally, 
Washington is facing some pull-back by investors due to modest 
investment returns and the Federal government’s crisis-driven 
budgeting.

4. RISING INTEREST RATES MARK END OF CAP RATE COMPRESSION: 
The rise in interest rates that began in May 2013 is likely to eventually 
put a halt to declining cap rates – and perhaps place upward pres-
sure on cap rates – even as property performance improves.

5. THE CHANGING NATURE OF SPACE – DRIVEN BY TENANT
DEMAND: The nature of how we use commercial real estate space 
is changing. Investors are attracted to effi cient and modern space in 
every property type. Due to evolving tenant preferences in the apart-
ment and offi ce sector, development has focused on fewer square 

 feet per resident or worker. And for apartments, also an increase in 
communal space. The retail market is facing shrinking fl oor area per 
store to fi t urban locations or to lower occupancy costs as retailers 
compete with e-commerce. For industrial, developers are focusing on 
effi cient distribution space to address the needs of online shopping. 

6. DEMOGRAPHIC SHIFTS IMPACT COMMERCIAL REAL ESTATE: The 
changing use of space is driven in large part by demographic shifts. 
Millennials are the largest demographic cohort and have different 
preferences than other generations, which impacts commercial real 
estate. Given this, there are several opportunities and challenges for 
investors in the period ahead.

1. Uncertainty in 2013, Less in 2014

During 2013, uncertainty plagued the regional economy as sequestra-
tion went into effect in March and the Federal budget dominated discus-
sions in the months following. However, despite soft footing, the Wash-
ington metro area economy progressed with several major projects that 
provided economic stimulus. Now that a two-year budget deal has been 
passed by the Congress and signed by the President, we believe this 
uncertainty will lessen in 2014, which will further propel the economy 
forward. Although the budget deal will alleviate only some of the se-
questration cuts, we believe the fact that Congress was able to come to 
an agreement – particularly after so much discord – will instill more con-
fi dence in local businesses and consumers and will translate into greater 
spending that will boost the region’s economy in 2014.

Major Projects and Factors Aff ecting the Washington 
Economy in 2013

 DC United strikes deal with the District for a stadium.

 Prince George’s County becomes a player with casino and 
 hospital. Also, a possible FBI deal.

 Trump invests in the Old Post Offi ce.

 Walmart and Costco open stores in the District.

 Tech hub 1776 opens – a start-up incubator. 

 Record pricing paid for apartments.

 The Bipartisan Budget Act of 2013 passes in December, 
 re-establishing many dollars previously cut by sequestration.
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Let’s take a closer look at some of the accomplishments of 2013 and 
which sources of economic stimulus will help drive local growth in 2014.

Bipartisan Budget Act of 2013: In our view the best news and biggest 
game-changer of 2013 came in late December – the Bipartisan Budget 
Act. Even if this budget did not restore all of the regional dollars pre-
viously cut by sequestration, it is signifi cant because it creates greater 
certainty.

Uncertainty prevailed during 2013 as sequestration went into effect and 
a 16-day government shutdown took a toll on the local economy. De-
spite Congress’s inability to reach agreement throughout much of 2013, 
an agreement was fi nally reached by the end of the year. The Bipartisan 
Budget Act of 2013 was signed into law in late-December by President 
Obama. The deal increases discretionary spending by $45 billion in 2014 
and $18 billion in 2015. The $63 billion in relief is offset by $85 billion 
in savings through several adjustments, notably via new cuts and fees 
and by extending the sequester through 2023 (a two-year extension). 
Although the bill noted minor changes in spending, the agreement is a 
game-changer as it illustrated the capability of Congress to pass a bipar-
tisan budget – the fi rst in 27 years. This will boost the confi dence of local 
businesses and consumers, which will help pave the way for more robust 
growth during 2014 – driven in large part by the private sector which will 
now feel more confi dent of making business decisions.

Recent polling data suggests greater certainty is underway at the nation-
al level as well. In a poll by ABC News/Washington Post, a shift occurred 
after March 2012 – a higher percentage of poll respondents believed 
that the economy has begun to recover versus those who believe it has 
not begun to recover. Since March 2012 this trend has continued, and 
in mid-December 2013, around the time Congress passed the two-year 
budget deal, those who believe that the economy has begun to recover 
reached its peak at 59%. At the same time those who believe the econ-
omy has not begun to recover hit its all-time low at 39%.  It stands to 
reason that since the Washington area was hit the hardest by recent gov-
ernment standoffs (as the home of the Federal government and many 
major contractors), a rebound in confi dence would generate outsized 
benefi ts for this region.

Apartment Pricing – Class A
Washington Metro Area 

Source: Real Capital Analytics, graphic by Delta Associates; January 2014.

National Economic Recovery Poll
Has the Economy Begun to Recover?

Note: Totals may not equal 100% due to ‘no opinion’ responses.
Source: ABC News/Washington Post Polls, Delta Associates; January 2014.
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Silver Line Development: Phase 1 of Metrorail’s Silver Line through Res-
ton and Tysons is due to open by March 2014. The 11.6-mile phase is the 
fi rst of a two-phase extension totaling 23 miles to Dulles Airport. Phase 1 
includes four stations in Tysons Corner: McLean, Tysons Corner, Greens-
boro and Spring Hill and one station in Reston: Wiehle-Reston East. The 
long- awaited arrival has been preceded by increased economic activity 
and demand surrounding the rail line along the Dulles Corridor, which 
we expect to continue. According to the Metropolitan Washington Air-
ports Authority, Phase 1 generated as many as 1,800 construction jobs 
during peak periods, and subcontractors based in the Washington met-
ro region made up 60% of all procurements for the project.

Not only has the arrival of Metrorail produced jobs, but it also provides 
intrinsic stimulus to the area through greater access and interest from 
investors. The Silver Line will be the fi rst new Metrorail line since 1991. 
Commercial real estate demand is healthy surrounding urban, amenity-
rich environments with access to public transportation, and the Silver 
Line opening in early 2014 will boost the already bustling activity. Fairfax 
County is currently revising land use plans to encourage offi ce, retail and 
residential property development near the Silver Line Metrorail stations 
to produce high-density, walkable urban centers. Notably, MRP Realty 
stared construction on a 308,000 SF offi ce project located near McLean 
station at 7940 Jones Branch Drive. The offi ce building was 56% leased 
at year-end 2013, anchored by LMI, a government consulting fi rm. Also 
noteworthy, Hanover Tysons Corner broke ground in late 2013. The 384-
unit apartment will open for initial occupancy in the 2nd quarter of 2015. 
Bustling commercial real estate development and demand is expected 
to continue as Phase 1 of the Silver Line opens and as Phase 2 ramps up 
from Reston to the airport. 

Convention Center and Old Post Offi ce Hotels: The District of Colum-
bia’s core heats up with two major hotel projects, which will boost the 
economy. The Walter E. Washington Convention Center will be accom-
panied by the Marriott Marquis, the city’s largest hotel, totaling 1,175 
rooms. Delivering in March 2014, the hotel’s superior location, in the 
East End submarket, combined with its close proximity to the conven-
tion center, will entice large conventions. Given the established clout of 
the Washington area in the hospitality business, having access to a large 
hotel near the convention center will make it a global destination for 
conventions, benefi ting the local economy.

Also of note, the Old Post Offi ce will become a $200 million luxury hotel 
as planned by the Trump Organization. At 270 rooms, the Trump Organi-
zation’s 60-year lease with the GSA will save taxpayer dollars and create 
jobs. The luxury hotel will appeal to a different demographic compared 
to the Marriot Marquis, helping to diversify demand. The GSA said that
redevelopment could begin in 2014 and the hotel could be ready for 
occupancy in 2016.

Walmart: Despite uncertain times, the District of Columbia is getting 
some much needed retail. Two of six planned Walmart stores opened 
in December 2013, employing 600 people, 70% of whom are District of 
Columbia residents. Other retailers will follow suit in redesigning stores 
to fi t the urban format, as shopping center space per capita is under-
supplied in the District with just 8 SF/capita, well below the 28 SF/capita 
Washington metro average. Walmart’s ability to downsize its big box 
store into a new urban format demonstrates a shift, as many other retail-
ers now are looking to do the same.

CityCenterDC: Also drawing attention is CityCenterDC, developed by 
Hines. The 10-acre, 2.5 million SF mixed-use neighborhood develop-
ment, costing $1 billion, has been viewed by investors and developers 
as a major undertaking: creating a livable and walkable neighborhood in 
the core of the District. The density created by CityCenterDC adds even 
more stimulus to the area through new residents and retail spending. 

Apartment Pricing: Washington area apartments achieved record pricing 
during 2013, despite lackluster market conditions for this property type. 
Even with an oversized pipeline, the pricing achieved by apartments 
indicates the continued demand for such assets and demonstrates the 
market’s confi dence in the long term durability of the region. Concerns 
over the growing pipeline and uncertainty surrounding the economy 
have shed doubt on sustained growth for this property type. However, 
Washington apartment assets remain among the highest valued in the 
nation. As illustrated in the accompanying graph, Class A Mid/High-Rise 
and Garden/Low-Rise apartment pricing is up markedly over the past 
fi ve years, and well above the national average during 2013.
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Share of GRP
Washington Metro Area

Source: Dr. Stephen Fuller, Delta Associates; January 2014.

Business Owners’ Outlook on National Economy

Note: Totals may not add to 100% due to rounding.
Source: PNC, Delta Associates; January 2014.

The accomplishments of 2013, due in large part to the private sector, 
prepare the way for an improved 2014, with less uncertainty. With the 
Federal government taking a back seat due to austerity measures, some 
of which are continuing in 2014, the private sector has and will continue 
to drive the local economy. The private sector is thinking on its feet – not 
only to fi ll the gap created in the economy by reduced Federal spending 
but also transitioning away from a reliance on Federal spending that the 
metro area had so confi dently trusted before. Of note, the share of Gross 
Regional Product (GRP) that is produced as a result of Federal spending 
is projected to shrink to 29% by 2017, while the balance, produced by 
the private sector, will grow. With a budget deal in place and less uncer-
tainty on the horizon, structural shifts in the way the economy operates 
will generate new opportunities in the Washington metro area. The local 
economy will benefi t from greater clarity in 2014 but the private sector 
will continue to lead the charge.

2. National Economic Recovery is Gaining Momentum

As with the Washington area economy, we expect improving conditions 
at the national level during 2014. Several indicators speak to this trend. 
Despite the uncertainty caused by the Federal government, 2013 was 
a year of record corporate profi ts, soaring stock prices, sturdy if not im-
pressive job gains, robust housing market growth, and rising consumer 
confi dence and spending. These indicators point to stronger conditions 
for both consumers and businesses in 2014. Although conditions will re-
main muted compared to past recovery cycles, and challenges to the 
national economy remain, we believe economic progress in 2014 will be 
better than in 2013. Following are indicators to watch:

Business Outlook: Small and mid-sized businesses are optimistic about 
the national economy compared to one year ago. Of those business 
owners surveyed in the fall of 2013 by PNC Bank in its annual survey, 60% 
are optimistic about economic conditions, up from 42% one year earlier. 
Just over 60% of the respondents plan to spend on capital investments 
over the next six months, according to the survey.

Although conditions will remain muted compared to past
recovery cycles, and challenges to the national economy

remain, we believe economic progress in 2014 will be
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Stock Prices: The Dow Jones Industrial Average soared 22.9% during 
the 12 months ending in mid-January 2014. Notably, local area stocks 
outperformed the Dow Jones Industrial Average. The Bloomberg Wash-
ington Area Stock Index rose 33.2% during the 12 months ending in 
mid-January 2014. This indicates healthier business conditions, not only 
nationally, but locally as well.

Corporate Profi ts: U.S. companies are sitting on piles of cash, as they 
have been waiting for (1) reduced political uncertainty and (2) clear sig-
nals that the economy is on a consistent recovery curve. Corporate prof-
its totaled $2.1 trillion during the 3rd quarter of 2013 on an annualized 
basis, a 5.8% increase since year-end 2012. The recently signed two-year 
budget deal will help alleviate corporate uncertainty and should trans-
late into corporate hiring and capital spending in 2014. 

Household Stress Index: According to the household stress index, which 
accounts for the rate of infl ation, unemployment, and real estate values, 
households experienced a notable decline in stress during 2013, as the 
unemployment rate declined, consumer prices climbed only modestly, 
and home values shot up.  

Since 2011, the index has been on a steady decline due to the modest 
but methodical economic recovery. In 2013, the index fell below the 20-
year average of 4.8. As household stress declines, consumers become 
more confi dent about their fi nancial stability and more likely to incur 
credit card debt, buy homes and cars, and spend money. With consum-
er spending responsible for 70% of U.S. Gross National Product (GNP), 
growth in consumer spending is essential for a more robust domestic 
recovery. With greater certainty expected during 2014, we believe con-
sumers will increase spending.

Home Prices: Home prices in the 20 major metro areas increased 13.6% 
during the 12 months ending October 2013, the most recent data avail-
able, according to S&P/Case-Shiller. During 2012, prices increased 6.9%. 
The housing market performed very well in 2013 after years of uneven 
performance. Although we believe price growth in 2014 will not be as 
strong as in 2013, demand from buyers will push prices higher. The rising 
demand for single-family housing and condominiums will translate into 
job growth in the construction industry. Of note, the National Association 
of Home Builders’ housing market index was up markedly in 2013. The 
index measures current sales conditions, sales expectations and traffi c of 
prospective buyers. The index registered 58 at December 2013, up from 
47 at December 2012 and 21 at December 2011. This translates into a 
rise of 176% over the past two years.  The December 2013 index is the 
highest level the nation has seen since November 2005.

Local Stock Market Index vs. Dow Jones Industrial Average
12 Months Ending Mid-January 2014

Source: Bloomberg Washington D.C. Area Stock Index, Washington Post, Delta Associates; January 2014.
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Housing Market Index
United States

Source: NAHB, Delta Associates; January 2014.

Change in Household Net Worth
United States

*Change from Q3 2012 to Q3 2013.
Source: Federal Reserve, Delta Associates; January 2014.

Household Net Worth: Households are regaining net worth after expe-
riencing a notable decline during the recession. Household net worth 
increased $7.9 trillion during the year ending with the 3rd quarter of 
2013. This is due to rising home prices and the surge in the stock market. 
Rising net worth translates into greater confi dence and fi nancial stability. 
This stability prompts Americans to spend money.  Of note, daily spend-
ing increased notably to a monthly average of $88 in 2013, up from $72 
during 2012, according to a Gallup poll that tracks how much consumers 
spent the prior day, aside from normal household bills and major du-
rables such as homes or cars. 

3. Capital Flows in Washington Vary From Nation

While our fi rst MegaTrend refl ects renewed optimism for the local 
economy, and our second suggests accelerating growth for the nation-
al economy, our third MegaTrend for 2014 reveals a challenge facing 
Washington’s commercial real estate market.  There is a dichotomy in the 
real estate investment market between national capital fl ows and fl ows 
into Washington area assets.  Nationally, capital fl ows into commercial 
real estate are robust, with private equity ramping up its commitment 
to the asset class.  Locally, capital fl ows into Washington have ebbed, 
a refl ection of weaker property performance metrics here in 2013, the 
political gamesmanship on Capitol Hill, and higher returns available in 
secondary markets. 

 
Real Estate Forum, citing a report by Preqin, notes that as of August 2013, 
U.S.-focused private real estate fund managers had an aggregate $98 
billion in equity available to invest in new opportunities.  That fi gure com-
pared with $79 billion just eight months earlier.  Similarly, those same 
funds invested almost as much in 2012 – $67 billion in equity – as the $68 
billion they did in 2007, the peak of the market.  In fact, as of December 
2012, private equity’s CRE assets under management had reached $335 
billion, an all-time high.  Nationally, commercial real estate is a favored 
asset class.

Nationally, capital fl ows into commercial real estate are
robust, with private equity ramping up its commitment to
the asset class.  Locally, capital fl ows into Washington have 
ebbed, a refl ection of weaker property performance metrics 
here in 2013, the political gamesmanship on Capitol Hill,

and higher returns available in secondary markets.
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Private Real Estate Funds
U.S.-Focused  |  Equity Invested in Commercial Real Estate

Note:  2012 data is most recent full calendar year available.
Source: Preqin, Real Estate Forum, Delta Associates; January 2014.

Investment Alternatives
Commercial Real Estate vs. Stocks vs. Bonds  |  12 Months Ending September 2013

Source: NCREIF, Delta Associates; January 2014.

One reason investors, especially institutions, have been so committed 
to commercial real estate is that the huge run-up in stocks – the S&P 500 
rose 32.4% in 2013 – has led to portfolios that are overweighted in equi-
ties relative to their stated risk profi le.  In particular, institutions with a 
mission to protect value – such as pension funds – need to rebalance 
their portfolios away from equities.  Real estate – which also represents a 
hedge against potential increases in infl ation – is a good place for them 
to park resources.  After all, even following the robust gains that equities 
made in 2013, real estate still beats stocks on a ten-year return – an 8.66% 
annualized return for NCREIF’s Property Index (NPI), versus 7.56% for the 
S&P 500 (as of September 2013, the most recent NPI data available at 
this writing).

But while capital fl ows into real estate remain strong nationally, they have 
ebbed in Washington.  Part of the reason is that returns in 2013 did not 
hold up as well here as in our peer cities.  For example, the 12-month 
total return on apartment product as of September 2013 was 7.42% for 
Washington compared with 10.77% for the nation – a gap of 335 basis 
points.  For offi ce assets the gap was even larger; Washington’s return 
was 5.67% as of September 2013, compared with 9.68% for the U.S. as a 
whole – a difference of 401 basis points.  Washington’s performance was 
ahead of the curve earlier in this cycle.  Now, other major metros are pro-
viding a better yield, as Washington’s pricing remains high but market 
fundamentals are not allowing for apartment or offi ce rent growth.  For 
more information on returns generated by Washington assets, please 
see Section Nine of this report.

Another reason investors have looked away from Washington recently 
is the political gamesmanship on Capitol Hill, particularly with regard to 
the Federal budget.  When sequestration was implemented in March 
2013, it signaled to investors that Federal spending, so instrumental 
over the years in the success of Washington’s private sector via growth in 
government contractors – was slowing.  Indeed, government contractors 
did pull back from the offi ce market in 2013, not knowing whether some 
of their contracts would be renewed or terminated due to budget con-
straints.  Combined with the absence of the government’s own leasing 
arm – the General Services Administration (GSA) – from the market, this 
dealt a blow to overall offi ce demand.  In addition, while investment in 
multifamily product remained steady in 2013, some investment was un-
doubtedly lost due to concerns about the robust pipeline of new prod-
uct in development.
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10-Year Treasury Yield
2013

Note:  As of each month’s end.
Source: U.S. Department of the Treasury, Delta Associates; January 2014.

Total Investment Returns: Core Commercial Real Estate
Washington Metro vs. U.S.  |  12 Months Ending September 2013

Source: NCREIF, Delta Associates; January 2014.

Overall, while Washington continued to attract plenty of capital in 2013 
– investment in retail and fl ex/industrial assets rose, supported by strong 
fundamentals – our market lost ground to others that offered better re-
turns and a more stable economic environment.  The new rankings by 
the Association of Foreign Investors in Real Estate (AFIRE) for investment 
in real estate refl ect this change – Washington dropped to tenth in 2014 
among global cities, from fourth in 2013.

This is why the two-year budget agreement of December 2013 is so 
important to the region’s market.  It is likely not only to calm investors’ 
concerns about reduced Federal spending, it also is likely to give Wash-
ington’s private sector the confi dence to lease additional offi ce space 
and to hire, bolstering market fundamentals.  This is important, given the 
challenges posed by our next MegaTrend.

4.  Rising Interest Rates Mark End of Cap Rate Compression

“Interest rates are going to rise – it’s only a question of when.”  This has 
been the mantra of investors for several years now, and while long-term 
rates did rise modestly in 2013, they remain low by historical standards.

As of early January 2014, the 10-year Treasury yield was 2.88%.  This com-
pares with 1.91% a year earlier, but a long-term average of 6.55%.  So 
observers who said long-term interest rates would edge higher in 2013 – 
and we were among them, predicting steady to slightly rising rates in last 
year’s TrendLines report – were correct.  But the more important question 
is when will rate increases accelerate to the point that access to fi nancing 
becomes materially more expensive and changes the decision calculus 
for investors?  And if that occurs in 2014, how will cap rates respond?  
Will they increase in turn, or will spreads compress further?

We believe that 2013 marked a clear increase in long-term interest rates 
that will gradually – but meaningfully – affect investors’ decision-making 
in 2014.  With the national economy showing signs of more signifi cant 
traction during the second half of 2013 (notwithstanding December’s 
weak jobs report), and with the Fed making it clear that tapering of its 
bond-buying program will proceed in 2014, long-term interest rates are 
likely to continue their ascent.  Wells Fargo’s forecasting unit predicts 
a 10-year Treasury yield of 3.20% as of year-end 2014 and 3.50% as of 
year-end 2015.  We think these rate predictions are low and they are 
likely to move at least that much or more, given recent economic indica-
tors.  J.P. Morgan forecasts 10-year Treasury yields stabilizing at 4.5% to 
5.0% in 2018, with a 200 to 300 basis points spread for core real estate.  
That makes CRE mortgage rates of perhaps 7.25% in 2018. We think this 
is sensible for planning purposes.
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While it is possible that spreads will compress in 2014 – given the capi-
tal fl ows into real estate and the need for institutions to rebalance their 
portfolios away from equities – we think it is likely that cap rates will edge 
up this year, with investors demanding higher initial returns on invest-
ment.  While fundamentals generally improved in 2013, there are still 
signifi cant factors working against the real estate market, most notably 
offi ce tenants’ reduction in SF leased per worker and an expansive multi-
family pipeline.  These factors are particularly noticeable in Washington. 
Therefore we are likely to see area cap rates edge up a bit in 2014, as 
market fundamentals lag and investors demand a greater premium for 
their capital.  This means there will be even greater pressure on manage-
ment to improve property performance.

The overall economic picture in Washington is improving, and there is 
substantial reason for optimism, but the recovery will proceed slowly.  
The competitive environment here will remain, and investors will need 
their properties to stand out in order to attract buyers’ interest and raise 
valuations.

5. Th e Changing Nature of Space – Driven by Tenant Demand

While market conditions across all property types are likely to improve in 
Washington in 2014, investors face a signifi cant challenge in responding 
to the changing demands of tenants. This is no more evident than in the 
offi ce market, but it is seen in all property types. 

J.P. Morgan forecasts 10-year Treasury yields stabilizing 
at 4.5% to 5.0% in 2018, with a 200 to 300 basis points 
spread for core real estate.  Th at makes CRE mortgage 

rates of perhaps 7.25% in 2018. We think this is sensible 
for planning purposes.

We are likely to see area cap rates edge up a bit in 2014, as 
market fundamentals lag and investors demand a greater pre-
mium for their capital.  Th is means there will be even greater 
pressure on management to improve property performance.

The “densifi cation” trend – the reduction in SF leased per worker – is 
combined with the changing nature of how tenants are using space. De-
mographic shifts and the rise in technology have not only put downward 
pressure on the amount of offi ce space tenants are demanding, it has 
begun to have an effect on how tenants use a smaller space. Driven by 
tenant demand, the changing nature of space weighs effi ciency, layout, 
and design heavily. The question is no longer, “How much space do you 
need?” but rather “How do you plan to use the space you have?”

A closer look at each major property type will illustrate how the nature of 
space use is changing.

Offi ce: Tenant densifi cation is not a new trend, but its use has ramped 
up in recent years as companies implement alternative workplace strate-
gies to save on occupancy costs. With the Federal government’s “Freeze 
the Footprint” mandate in effect and the private sector looking for ways 
to reduce spending as a result of the recent uncertain economic condi-
tions, average square feet allocated to each worker continues to trend 
downward. Tenants are acclimating to less space and learning how to 
operate effi ciently within those confi nes by reconfi guring layouts, using 
new design elements and integrating technology.  Based on a Delta As-
sociates survey, the average SF leased per offi ce worker will decline from 
197 SF in 2000 to 178 SF in 2017, a 10% decline.  For some industries, 
the reduction is substantially greater.

Average Square Feet Leased Per Offi  ce Worker
Washington Metro Area

Source: Delta Associates; January 2014.
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Landlords have felt the pressure to increase tenant improvement allow-
ances as a more competitive market persists. The average TI package 
for both new deals and renewal deals ranges from $35-$80 per SF in 
the Washington metro area, depending on the submarket and proper-
ty class. The trend emerging, along with the changing nature of offi ce 
space, is how tenants are using that improvement allowance. Less money 
is being allocated to hard costs and more money is going toward soft 
costs. As a result of the preference for a more open fl oor plan and collab-
orative work space, the offi ce layout has changed. Less money is going 
to offi ce build-outs (walls and ceilings); instead, more money is spent on 
modern offi ce furniture and materials.

Quantity has been replaced with quality and excess has been replaced 
with effi ciency; privacy and “back-offi ce” with communication and col-
laboration. Private offi ces located on the outside edges of the build-
ing are becoming a luxury and are being replaced with workstations in 
greater density. Workstations that are closer in proximity and smaller in 
size are conducive to increasing communication and collaboration. The 
layout of hallways has also changed the way space is being used. Broad-
er hallways and aisles encourage quick run-ins with colleagues without 
disturbing nearby workstations. The layout of space helps to accommo-
date the changing use of space, welcoming collaboration and fl exibility.

Design elements have also helped tenants use space in different ways, 
taking a larger piece of the TI allowance pie. Benching, for example, has 
changed the traditional cubicle from a closed-off modular workspace 
to a community-centered workspace that can be used as private space 
or collaborative space. Other materials contribute to design elements 
in offi ces, which help to change the nature of space and how it is used. 
Materials such as glass, fabrics, metal, and whiteboards contribute to 
the design of a space, making its use fl exible depending on the need at 
any given time. Although companies are reducing the physical amount 
of space occupied per employee, they also are increasing the amount 
of conference/collaboration space. Higher TI allowances are aiding this 
transformation.

Quantity has been replaced with quality and excess has 
been replaced with effi  ciency; privacy and “back-offi  ce” 

with communication and collaboration.

Flex/Industrial: Flex/industrial demand has been increasing over the 
past several years due to structural shifts in the regional market. Cloud 
computing increases demand for data centers and the space that sup-
ports technological changes in how we compute, access, and store in-
formation. Retailing has also resulted in greater demand for industrial 
space as e-commerce heats up and same-day delivery of online purchas-
es becomes a reality, sourced from local warehouses.

In the Washington/Baltimore region, demand was robust in 2013. Nota-
bly, construction started on a 1.2 million SF Amazon fulfi llment center. 
Large retailers, like Amazon, are increasing their warehouse and distribu-
tion space to keep up with the demand produced by e-commerce. Much 
like the changing use of space for other product types, warehouse space 
must be effi ciently designed. We expect retailers to follow this strategy 
of placing large distribution centers near higher income metros, such 
as Washington, which has the highest median household income in the 
country. Data centers supporting cloud computing should have renew-
able and redundant energy sources, effi cient cooling, and innovative 
building layouts. Given the growing use of data, we expect data center 
demand to continue.

The changing use of space can be seen across all types of fl ex/industrial 
space. The increased tenant demand for more effi cient warehouse, dis-
tribution and data center space will result in modernized expectations in 
effi ciency and layout, and the rising demand for fl ex/industrial space will 
continue in the period ahead.

Multifamily: Demographic changes in the Washington metro area from 
2006 to 2011 caused a shift from owner to renter. During this period, 
the relocation of 25- to 34-year-olds to the Washington metro area, 
many in search of a job, intensifi ed. While the region lost 5% of its 25- to 
34-year-olds from 2000 to 2006, it gained 21% in that cohort from 2006 
to 2011. As a less uncertain economy surfaces, many of the Millennials 
who moved in with their parents during the downturn will begin to look 
for alternative housing options, bringing an infl ux of potential renters to 
the Washington metro area.

Prospective renters in the younger age brackets, an estimated 9.1 mil-
lion nationally from 2011-15, are expected to drive apartment demand 
as they join the workforce. Given the hefty pipeline of apartment units 
in the Washington metro area, the market is prepared, and is already 
responding, to the needs and wants of Millennials via changes in design.
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Class A High-Rise Apartment Average Unit Size
District of Columbia

Source: Delta Associates; January 2014.

E-Commerce Sales Forecast
United States

Source: eMarketer, Delta Associates; January 2014.

As shown in the accompanying graph, Class A high-rise apartment unit 
size in the District of Columbia is trending downward over time, similar 
to offi ce densifi cation. For reference, in 2000, the average size of a Class 
A high-rise apartment unit was 878 SF. By 2010 this fi gure had declined 
to 851 SF. Notably, over the past three years the average unit size has 
declined another 9.4%, to 771 SF, refl ecting a more aggressive trend to-
ward smaller, more effi cient units.

Driven by tenant demand, apartment space has become increasingly 
more effi cient through the design and layout of apartment unit fl oor 
plans. Open fl oor plans enable less space to feel like more, while re-
moving unneeded hallways and freeing up previously wasted space to 
be used in other ways. Any non-useable space has been eliminated or 
drastically reduced in size. Studio units commonly employ sliding doors 
as a divider between rooms to create the feeling of having more space 
in a smaller apartment. Moveable islands in kitchens also help increase 
functionality. Tenants are looking for space that is more usable, effi cient 
and fl exible.

Not only is the nature of space within each unit changing, but also the 
common area spaces, or apartment amenities, are changing as well due 
to increased utilization. As renters manage with less personal space, 
they expect more shared spaces, and the nature of that shared space 
has changed. More attention to common area space has increased the 
expectation that properties include:

 Larger entertaining areas and club rooms to host events and parties 
that would otherwise be hosted in personal space. 

 More creative uses of outdoor and rooftop space.

 Extra usable business/conference rooms that can double as a home 
offi ce when needed.

Retail: In the age of technology, retailers must be creative to attract cus-
tomer spending, especially to brick and mortar stores. E-commerce sales 
are on the rise and are expected to continue, reaching $434 billion by 
2017. The booming e-commerce market and access to technology does 
not bode well overall for traditional retailers. Shoppers can buy online 
or easily check prices on cell phones in order to get the best deal. This 
is putting pressure on traditional retailers as foot traffi c is reduced and 
prices have to remain in check in order to compete. All of this puts pres-
sure on margins.

878

851

771

500

550

600

650

700

750

800

850

900

950

2000 2010 2013

Av
er

ag
e 

U
ni

t S
iz

e 
(S

qu
ar

e 
Fe

et
)

$259 

$434 

$0

$50

$100

$150

$200

$250

$300

$350

$400

$450

2013 2014 2015 2016 2017

E-
C

om
m

er
ce

 S
al

es
 (I

n 
B

ill
io

ns
 o

f D
ol

la
rs

)



22  |  Section One

A NEW PLAYBOOK

Many stores are unable to compete with the growing amount of e-com-
merce sales. Notably, during 2013, big names like Barnes & Noble, Sears, 
and Best Buy reported closing retail stores due to growing e-commerce. 
Some of these retailers, such as Best Buy, Target, and Walmart, are reduc-
ing fl oor plates in order to fi t in high-demand urban areas. Retailers are 
fi nding the growing population of young shoppers in the urban core is a 
market worthy of tapping and they are becoming more willing to change 
store structure in order to compete. Notably, Walmart created an urban 
format which opened in the District of Columbia during 2013.  Big box 
stores are fi guring out how to transform into an urban concept and still 
be successful. 

Modernizing the shopping experience to incorporate some of the online 
experience that shoppers love so much is a way to attract shoppers to 
retail stores. Direct delivery or in-store pick-up melds the convenience 
of the online shopping experience with the in-store tactile and service 
experience. Stores are also changing the way they use space to help cus-
tomers compare prices in-store, an expectation shoppers require due 
to our growing access to the internet. For example, many stores have 
improved inventory visibility by allowing customers to check to see if 
a specifi c item is in stock at the nearest store. Embracing the technol-
ogy shoppers use has helped stores like Walmart stay ahead of the sales 
curve, a trend we expect to continue. 

The changing nature of retail space combines effi ciency, modernizing 
the shopping experience, and revitalizing urban formats to remain com-
petitive at a time when e-commerce is growing. The growth of e-com-
merce is facilitated further by the power of changing demographics.

Whether offi ce, retail or any other asset type, the changing use of com-
mercial real estate is driving elevated development costs and acceler-
ated obsolescence which requires capital improvements. Therein lies 
the challenge for today’s savvy developer and investor – investing more 
while maintaining or enhancing yields.

Whether offi  ce, retail, or any other asset type, the changing 
use of commercial real estate is driving elevated development 

costs and accelerated obsolescence which requires capital 
improvements. Th erein lies the challenge for today’s savvy 
developer and investor – investing more while maintaining

or enhancing yields.

Population by Generation
2013

Generation
Population

(In Millions)
% of 

Population*
Greatest 35.2 11%

Baby Boomer 80.3 25%

Generation X 40.9 13%

Generation Y/ Millennials 86.0 27%

iGen 74.0 23%

*May not total due to rounding.
Source: U.S. Census, Delta Associates; January 2014.

Population Change by Age Group
Washington Metro Area

Source: U.S. Census, GMU CRA, Delta Associates, January 2014.
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6. Demographic Shift s Impact Commercial Real Estate

Notable demographic shifts are occurring nationally. Generation Y, also 
known as Millennials, has become the largest demographic in terms of 
population. This generation currently accounts for 86.0 million people, 
or 27% of the U.S. population, and has now surpassed the Baby Boomer 
generation, which accounts for 80.3 million people, or 25% of the U.S. 
population. The Millennial cohort ranges from age 18 to the mid-30s 
(defi nitions vary). Due to the population size and different preferences 
compared to other generations, the life and work choices this generation 
makes are having a notable impact on the commercial real estate market.   

The demographic shifts that are occurring at the national level are also 
occurring in the Washington metro area. From 2006 to 2011, the reloca-
tion of 25- to 34-year-olds to the Washington metro area grew 21%. Also, 
from 2009 to 2012, the Washington area was the top metro in the U.S. for 
in-migration of young adults, with over 12,000 new residents age 25-34.

The Millennial Generation has different preferences compared to other 
generations. According to the 2013 ULI/BRS National Survey, this cohort 
has a greater preference for city living, as 39% currently live in a medium-
sized or large city and 40% want to live in a medium-sized or large city 
in fi ve years. This generation also is transient, as 53% have changed resi-
dences in the last fi ve years and 63% expect to move again within the 
next fi ve years. According to the survey, this generation prefers mixed-
use communities with access to public transportation.

How will these demographic shifts and generational preferences impact 
the Washington metro area commercial real estate environment moving 
forward? Following is a look at the challenges and opportunities for each 
property type.

Annual Net Migration of Persons Age 25-34
United States  |  2009 – 2012

Note: Includes top fi ve ranked metro areas with populations over one million.
Source: Brookings Institution, U.S. Census, Washington Post, Delta Associates; January 2014.
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From 2009 to 2012, the Washington area was the top metro 
in the U.S. for in-migration of young adults age 25-34.

Current and Future Community Preference
2013

Generation Y/ 
Millennials

Generation 
X

Baby 
Boomer

Currently live in medium-
sized or large city

39% 30% 30%

Want to live in a 
medium-sized or 
large city in fi ve years

40% 23% 14%

Source: 2013 ULI/BRS National Survey, Delta Associates; January 2014.

Transportation Preference
2013

Generation Y/ 
Millennials

Generation 
X

Baby 
Boomer

Driving 90% 95% 85%

Public transit 20% 7% 10%

Walking 47% 46% 43%

Biking 19% 16% 12%

Note: Percentages refl ect doing the activity nearly every day or at least once per week.
Source: 2013 ULI/BRS National Survey, Delta Associates; January 2014.
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Offi ce: As Baby Boomers retire, Millennials will move up the ranks and 
have an impact on offi ce location and design. For location, Millenni-
als will expand in cities and suburban areas close to the core. This will 
impact submarkets within the District of Columbia as well close in sub-
markets such as Alexandria, Bethesda/Chevy Chase, Tysons Corner, and 
the Rosslyn-Ballston Corridor. For design, this tech savvy and interac-
tive generation is demanding high-tech work stations and modern of-
fi ce space that facilitates collaboration and social interaction. Given the 
sheer size of this generation, businesses are increasingly infl uenced by 
this cohort to relocate and adapt their offi ce space in order to keep and 
attract top talent. 

Savvy investors are building offi ce product that focuses on these emerg-
ing design trends in high-demand submarkets. However, much of the 
existing stock is aging and the fl oor plates in older buildings are not able 
to accommodate the design requests of a modern tenant. Nearly 70% 
of offi ce buildings in the Washington metro area were built in 1989 or 
earlier – with most of the stock built in the 1980s. The age of this offi ce 
stock, coupled with a fl ight to quality, has led to Class B/C offi ce product 
experiencing an elevated amount of vacant space that is becoming chal-
lenging to backfi ll. This fl ight to quality is evident in recent absorption 
statistics: over the past three years the region has absorbed 8.1 million 
SF of Class A offi ce space while dis-absorbing 8.1 million SF of Class B/C 
space.

Given these challenges, investors must renovate or demolish and rebuild 
in order to be competitive. Some property owners have already started. 
For example, Rockrose Development Corporation recently spent $20 
million on 1776 Eye Street to appeal to the modern tenant. The property 
features a high-end fi tness center and a rooftop basketball court accord-
ing to recent reports. 

We expect it will not be until 2015-16 when the Washington metro area 
will experience meaningful offi ce market growth. However, the savvy in-
vestor can be successful now by investing in repositioning older, under-
performing assets at superior locations and managing assets to perform 
better through leasing enhancements and investment in operating sys-
tem improvements. It would be wise to position now for development at 
key locations in superior submarkets that are served by mass transit and 
are popular with Millennials. 

Retail and Flex/Industrial: Millennials account for $1.3 trillion of total an-
nual consumer spending, according to Boston Consulting Group. This 
kind of spending power, coupled with tech-savvy habits, has impacted 
not only the retail market but the fl ex/industrial market as well. 

Number of Offi  ce Buildings by Year Built
Washington Metro Area

Source: CoStar, Delta Associates; January 2014.
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Although the total spending power of Millennials is impressive, individu-
al spending power is less compared to more mature generations. Given 
this, the type of retail that Millennials frequent is focused where they can 
stretch their dollar. According to ULI, 91% shop at discount department 
stores at least once a month. In addition, technology is taking some dol-
lars away from brick and mortar stores, as 45% of this generation spends 
more than an hour a day on retail related websites and just over 91% has 
made an online purchase within the past six months, according to ULI. Of 
note, this generation spends an average $75 per shopping visit online, 
compared to only $57 in a bricks and mortar store, according to NPD. 

To be successful in the period ahead, we see our savvy retail investor/
developers focused on infi ll/mixed-use/place-making development in 
urban or suburban city locations. Although all types of retail are needed 
in the Washington metro area, discount stores play well to this growing 
demographic. Investors are seeking out these types of retailers to an-
chor their centers. Retailers such as Costco and Walmart have recently 
entered the District of Columbia. Many retailers are shrinking their fl oor 
plates to fi t the smaller urban location. To remain competitive, many 
brick and mortar retailers are expanding their web sites to offer online 
shopping. We believe this trend will continue given the demonstrated 
shopping preferences of the Millennials.

In addition, “fi rst-fl oor” retailing in urban locations works well for apart-
ment and condo development. Also, open-air shopping center develop-
ment for grocery-anchored centers is a smart investment.

The fl ex/industrial market is reacting to these preferences with growing 
distribution and data center space. The well-located warehouse product 
that can serve as distribution centers for the exploding online retail mar-
ket will succeed in the period ahead.  We will continue to demand more 
data centers to facilitate our unquenchable thirst for downloading on our 
many devices. And creating industrial space aimed at serving contrac-
tors for the now booming housing market, driven by the older Millenni-
als settling into condos, is well advised.

Both the retail and fl ex/industrial investor/owner will be served well by 
repositioning underperforming assets or investing in existing assets to 
enhance operational performance via better leasing and/or reduced 
cost. Location should focus on submarkets with good supply/demand 
fundamentals.

Renting vs. Owning Homes by Generation
United States

Source: 2013 ULI/BRS National Survey, Delta Associates; January 2014.
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Multifamily: Millennials, because of lifestyle preferences as well as eco-
nomic realities, are approaching housing and locational preferences in 
different ways than did the previous generations. These choices, such 
as transit access and living/working in more urban mixed-use settings, 
working from home, and cohabitating, are good matches for apartment 
living. Another plus for the apartment market is that this generation tends 
to rent. Nationally, 54% of Millennials rent instead of owning their home, 
according to a ULI/BRS National Survey.  This compares to Generation X 
and Baby Boomers with only 22% and 20% renters, respectively.  Some 
of this difference is driven by affordability, and some by preference.

The challenge facing this property type is represented by older product 
that is less modern and harder to conform to the fl exible living space that 
this demographic demands. Notably, the number of Class B apartment 
units under renovation in the Washington metro area has been rising 
since 2011. We expect this trend to continue as owners need to reposi-
tion in order to remain competitive.

Although the long-term future looks bright for the region’s apartment 
market, we expect the condo market to outperform it in 2014 given the 
more modest condo pipeline. This product type will be attractive to the 
older Millennials as a suitable entry-level ownership option. 

We fi nd that our more successful developer clients are competing with 
superior (well-designed and targeted) product, in stronger submarkets 
with more limited pipeline and with best-in-class management and mar-
keting. Our successful investor clients are focused on Metrorail-oriented, 
urban locations, and on place-making that appeals to those renters and 
owners who demand to be near their place of work and near the action.  
Developers are trying to appeal to the increasing number of tenants who 
choose not to own a car. Investors also are repositioning existing, un-
derperforming assets, with particular attention paid to the demographic 
segments that likely will be attracted to the property based on location, 
product type, and unit mix. 

We fi nd that our more successful developer clients are 
competing with superior (well-designed and targeted) 

product, in stronger submarkets with more limited pipeline 
and with best-in-class management and marketing. 

Our successful investor clients are focused on Metrorail-
oriented, urban locations, and on place-making that 
appeals to those renters and owners who demand to 

be near their place of work and near the action.

*          *          *          *          *

Ultimately, success will go to the savvy investor who takes calculated risks 
and looks beyond the next 12 months.  While we expect 2014 to be a 
year of modest growth for most commercial property types, it is 2015-16 
when this market is likely to benefi t most from accelerating job growth 
and a robust private sector. Despite the modest growth in 2014, we be-
lieve there is demand in the Washington area for all kinds of product 
because of the current mismatch between existing product and new ten-
ant requirements.

There are substantial challenges facing the Washington area – including 
stress on the Metrorail and school systems, a lack of suffi cient housing in 
the right places and at the right prices, shortages of qualifi ed labor for 
certain fi elds, and GSA’s erosion as an offi ce market driver.  Yet, despite 
these challenges, we expect the good news arriving with 2014, and the 
evolution of our economy and commercial markets, to support growth 
and prosperity in the years ahead.

*          *          *          *          *

We hope the information in this report assists you in making informed 
decisions to meet your particular business objectives in 2014 and 

beyond.  The balance of this report provides detailed information to 
support our recommendations and to enable you to be prepared for 

whichever approach you choose.  Best wishes for success in the 
period ahead.

*          *          *          *          *

Ultimately, success will go to the savvy investor who takes 
calculated risks and looks beyond the next 12 months. 

While we expect 2014 to be a year of modest growth for 
most commercial property types, it is 2015-16 when this 

market is likely to benefi t most from accelerating job 
growth and a robust private sector.
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The National 

ECONOMY

Employment Growth Accelerating as Consumer Confi dence
Rebounds; Two-Year Budget Deal Reduces Uncertainty

For the past several years in TrendLines we have noted “uncertainty cre-
ated a pull-back in consumer spending, business investment, tenant 
leasing, and decision-making in general, which slowed national eco-
nomic growth.”  This is the slowest and longest national economic recov-
ery since the Great Depression, largely due to the actions or uncertainty 
created by the Federal government:

 Dysfunction and general lack of legislative progress

 Sequestration

 A debt ceiling debate that resulted in a downgrade of the credit rat-
ing of the Federal government

 The anxiety over the impact of Dodd-Frank, the Volcker Rule, and 
Obamacare

 A government shutdown that, in the end, accomplished little and 
cost a lot

But 2013 brought with it resilience among consumers. Or perhaps an 
ability to ignore, or fatigue with, the headlines. So they began to take 
on consumer debt, return to the stores, and buy cars and homes.  While 
businesses did not follow suit with much investment in plant and equip-
ment, decision makers were buoyed at year-end by a two-year Federal 
budget deal, manufacturing back-orders at record levels, and the Fed 
taking some of the mystery out of “tapering” QE. So, with reduced uncer-
tainty, perhaps we begin the new year 2014 with both cylinders – busi-
ness and consumer – fi ring at the same time.

In TrendLines, we have said for three years that this slow national eco-
nomic recovery would take until mid-decade. And we seem to be on 
course. But sluggish economic growth is likely the new normal. So, busi-
ness success could be measured by how commerce adapts to this new 
slower-growth economic environment – a new economic playbook.

And so also for those in the commercial real estate business – adapting to 
slower growth and lower levels of demand. Combine these lower levels 
of demand with shifts in the type of real estate in demand brought about 
by lifestyle and demographic changes, and therein lies the opportunities 
we see in the period ahead. These shifts are creating rapid obsolescence 
and therefore demand for replacement real estate. They include:

 Smaller household sizes – making our existing housing stock and on-
the-shelf designs less attractive to the “new” tenant and buyer.

 Bifurcated age demographics – an increase in age cohorts 25 to 34 
and those over 55 – making for robust retailing opportunities and 
housing challenges.

 Densifi cation of offi ce space – making for less demand for offi ce 
space but much demand for replacement offi ce space.

 Growth of jobs that do not require as much traditional offi ce space 
– making for weaker offi ce markets but stronger need for retail and 
industrial space and at-home offi ce space.

So, with reduced uncertainty, perhaps we begin the new 
year 2014 with both cylinders – business and consumer – 

fi ring at the same time.
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 Growth in on-line commerce, making for greater demand for indus-
trial space.

 Continued infl uence of the Millennials and Gen X/Y – with less de-
pendence on/support of the automobile, kitchen, and traditional 
suburb. 

 Aging of the Boomers – and their increasing need for retirement liv-
ing and aging services including medical care and medical offi ce 
space.

These are the economic and business challenges and opportunities we 
see in the period ahead. These demographic and economic trends are 
defi ning a new playbook we see for the period ahead. 

Now, for a look at major U.S. economic indicators:

Payroll Jobs

The national economy added just under 2.2 million new jobs during the 
12 months ending December 2013 (while the public sector shed 28,000 
positions).  In 2013, job growth averaged 182,000 jobs per month, which 
closely mirrored 2012’s average of 183,000 jobs per month. Overall, job 
growth has been disappointing in this cycle compared to past economic 
recoveries. Because of population growth, about 125,000 jobs must be 
created each month just to keep a steady unemployment rate. Although 
the economy continues to move forward, it is doing so at a measured 
pace, which has encouraged businesses and consumers to alter spend-
ing patterns and adjust to limited growth.  Although we expect that job 
growth will be muted relative to previous expansion cycles, we project 
that payroll job growth in 2014 will be better than 2013, with approxi-
mately 2.4 million jobs created.

GDP Recovery Patterns Aft er the Past Four Recessions
United States

Source: Bureau of Economic Analysis, Center for Regional Analysis, Delta Associates; January 2014.

Economic Trends and Forecast
United States

Source: BLS, BEA, Center for Regional Analysis, Global Insight, Delta Associates; January 2014.

Combining lower levels of demand with shift s in the type
of real estate in demand brought about by lifestyle and

demographic changes, and therein lies the opportunities
we see in the period ahead – a new playbook.
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Payroll Job Growth
United States  |  Year-Over-Year

Note: Data are not seasonally adjusted.
Source: Bureau of Labor Statistics, Delta Associates; January 2014.

We expect the public sector will continue to shed jobs in 2014, as gov-
ernments continue to cut their workforces to make up for the wedge be-
tween budget shortfalls and rising liabilities. At the Federal level, these 
cuts will largely be achieved through attrition.  However, the national 
economy will continue to see overall job growth as public sector losses 
will be more than offset by continued growth in the private sector. One 
benefi t of Federal austerity and an enduring economy is defi cit reduc-
tion. The Congressional Budget Offi ce (CBO) projects that in 2015, the 
Federal budget defi cit will be 41% smaller than it was in 2013.  Of note, 
the U.S. will still be running a defi cit – we are not paying down debt, just 
increasing it at a slower rate – but that is still substantial progress in three 
years. In its May 2013 update, the CBO projects that, under current law, 
due to lower projection for mandatory budget outlays (Social Security, 
Medicare and Medicaid), debt held by the public will reach 74% of GDP 
in 2023, which is down from a 77% projection in February 2013. 

On December 26th, 2013, President Barack Obama signed a bi-partisan 
budget measure to fund the Federal government through 2015, avert-
ing another government shutdown for two years – at least over this is-
sue. The deal, negotiated by House Budget Committee Chairman Paul 
Ryan (R-Wis.) and Senate Budget Committee Chairwoman Patty Murray 
(D-Wash.), authorizes an increase in discretionary spending in fi scal year 
2014 and 2015, while providing $63 billion in relief over two years from 
across-the-board federal budget cuts known as the sequester. The se-
quester relief is to be offset by a projected $85 billion in savings else-
where in the budget, including increases in airport security tax and fees 
that corporations must pay to have pensions guaranteed by the govern-
ment, along with other specifi c defi cit-reduction measures. These sav-
ings should further reduce the Federal defi cit by approximately $20 bil-
lion. We believe the two-year budget deal will help boost confi dence in 
the national economy and aid in its recovery.

Baseline Budget Projections
United States

Note: Baseline Budget Projections as of May 2013. Real GDP as of 3rd Quarter 2013.
Source: Congressional Budget Offi ce, Bureau of Economic Analysis, Delta Associates; January 2014.

Although we expect that job growth will be muted relative to 
previous expansion cycles, we project that payroll job growth 

in 2014 will be better than 2013, with approximately 
2.4 million jobs created.
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Payroll Job Growth
United States  |  12 Months Ending December 2013

Note: Data are not seasonally adjusted.
Source: Bureau of Labor Statistics, Delta Associates; January 2014.

Productivity-Compensation Gap
United States

*Through Q3 2013. 
Note: Data are not seasonally adjusted.
Source: Bureau of Labor Statistics, Delta Associates; January 2014.

During the 12 months ending December 2013, the top three sectors 
in job gains were Professional/Business Services, Retail Trade (of which 
many were seasonal hires) and Leisure/Hospitality – adding a total of 1.4 
million net new jobs. Retail employment is growing at a healthy rate, al-
though retail jobs have less of a multiplier effect than many others due 
to their low wages. Job losses were confi ned to the Federal government 
and Information sectors over the past 12 months, with a total net loss of 
83,000 positions in those fi elds. 

While the number of people on payrolls has expanded since the reces-
sion, the breakdown of these job gains is troubling. According to the 
National Employment Law Project, the United States is in a “good jobs 
defi cit.” 

 Lower-wage occupations were 21% of recession losses, but 58% of 
recovery growth.

 Mid-wage occupations were 60% of recession losses, but only 22% 
of recovery growth.

 Higher-wage occupations were 19% of recession job losses, and 
20% of recovery growth.

Payroll growth after the recession was largely concentrated in lower 
wage occupations. As a result, aggregate wages have been relatively 
stagnant and many households are struggling with their savings. The fact 
is, the labor market is becoming increasingly polarized and the middle 
income earners are beginning to be squeezed.

Looking past payroll statistics, there are other indicators that reinforce 
the “good jobs defi cit.” The current economic expansion features an un-
usually low share of national income being earned by labor. According 
to the Bureau of Labor Statistics and the Federal Reserve Bank of Cleve-
land, labor’s share of income is currently sitting at all-time lows (post-
World War II). In other words, productivity gains have largely accrued 
to capital’s share of national income, not labor. Consequently, growth in 
real hourly consumption (unit labor costs) is lagging behind productivity 
growth.
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Initial Unemployment Claims
United States  |  Four-Week Moving Average

Note: Data are not seasonally adjusted.
Source: Federal Reserve Economic Database (FRED), Delta Associates; January 2014.

Some of this is to be expected as business cycles and technological im-
provements force workers to gain new skills and adapt to a new working 
environment. Indeed, labor’s share of income is expected to rise during 
a recession and typically falls during the early part of a business cycle 
expansion. However, labor’s share continues to fall even through sev-
enteen quarters of the current expansion cycle. It is also expected that 
as the labor market improves, labor costs rise in step with hiring, and 
fi rm’s profi ts margins fall. But fi rms have been able to extract effi ciency 
gains without a substantial increase in new workers, and when they do 
add workers, it is usually at the lower end of the pay grade. As a result, a 
higher percentage of income is shifting to owners of capital from labor-
ers. Time will tell if this is an aberration or a structural shift in the econo-
my, but if compensation does not grow substantially in upcoming years, 
we could potentially see a gradual slowdown of income growth in the 
economy.

Unemployment

Initial unemployment claims have been falling steadily through the 
year, and are well off their peak in late March 2009 of 660,250 claims. 
At the end of December 2013, initial claims stood at 357,250 based on 
a 4-week seasonally-adjusted moving average, falling 2% from the same 
period a year ago. This compares to the 15-year average of 379,200.  
We expect unemployment claims to decline gradually through 2014 in 
concert with steady job growth.

The unemployment rate fell to 6.7% as of December 2013 from 7.9% 
one year earlier.  The rate declined 30 basis points in December from 
November, refl ecting a decline in the labor force participation rate that 
outstripped monthly job gains. The 6.7% rate is the lowest level since late 
2008. We anticipate that the unemployment rate will gradually fall during 
2014 as the economic expansion continues. All eyes will continue to be 
fi xed on the Federal Reserve’s target unemployment rate of 6.5% – the 
rate at which the central bank announced they will ramp up the pullback 
in their long-term asset purchasing program known as quantitative eas-
ing (QE). 

Job applicants: As of October 2013, for every job opening there are 2.9 
potential applicants. This is well below the July 2009 peak of 6.7 appli-
cants for every job and marginally less than the 10-year average of 3.2.

Drilling down to job sectors, there are still too many potential applicants 
for too few jobs within each sector.  This gap is most apparent in the 
construction sector, where for every job opening, there are 9.8 potential 
applicants.  This gap is forcing many unemployed construction workers

Unemployment Rate
United States

Note: Through December 2013; seasonally adjusted; shaded bars represent recessions.
Source: Bureau of Labor Statistics, Delta Associates; January 2014.
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Job-Seekers Ratio
United States

Number of Unemployed vs. Job Openings
United States  |  12-Month Average Ending September 2013

Source: Bureau of Labor Statistics, Economic Policy Institute, Delta Associates; January 2014.

Source: Bureau of Labor Statistics, Delta Associates; January 2014.

to revamp their skill sets in order to be hirable in another sector. Of note, 
the job seeker ratio for the construction industry fell from 12.5 in March 
2013, which corresponds to the rebound in homebuilding seen this year.  
In comparison, the Education and Health Services sector has just 1.7 po-
tential applicants per job opening, and fi nancial activities have only 1.5 
potential applications per job.

Gross Domestic Product (GDP)

GDP increased at a revised 4.1% annualized rate during the 3rd quarter 
of 2013 after rising 2.5% during the 2nd quarter of 2013. The increase is 
above the 20-year annual average growth rate of 2.5%. The rise in GDP 
during the 3rd quarter represents the 10th consecutive quarter in which 
the economy has expanded. The acceleration in GDP growth in the 3rd 
quarter was primarily due to an increase in private inventory investment, 
a deceleration in imports and an uptick in state and local government 
spending.  Although the economy continues to make gains, the growth 
rate remains volatile. Momentum may be returning to the economy as 
business and consumer confi dence strengthens and Europe emerges 
from its recession. We expect GDP growth during 2014 to slightly out-
pace the 20-year annual average growth rate of 2.5% if the current cycle 
holds steady.

We look to the Duncan Leading Indicator (DLI), developed by Dallas 
Fed economist Wallace Duncan in 1977, to further illustrate that the U.S. 
economy is on a gradual trend upward and recessionary risks remain 
low. The indicator excludes components that behave perversely during 
times of signifi cant fi nancial stress. The indicator expresses the ratio of 
infl ation-adjusted measures of spending and investment to real fi nal 
demand. If the cyclical components of the economy are growing faster 
than real fi nal demand, then a peak should precede a decline in overall 
economic activity.

According to Morgan Stanley Research, the DLI has led declines in the 
business cycle by an average of four quarters. Given that the DLI has 
been increasing steadily since the second quarter of 2009, it is safe to say 
that there is little risk of a downturn in the coming year.

0

1

2

3

4

5

6

7

Oct-00 Oct-01 Oct-02 Oct-03 Oct-04 Oct-05 Oct-06 Oct-07 Oct-08 Oct-09 Oct-10 Oct-11 Oct-12 Oct-13

10-Year Average = 3.2

R
at

io

We expect GDP growth during 2014 to slightly outpace the 
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The national economic expansion remains on track, even if its perfor-
mance is slow and uneven from month to month. This is due in part to 
consumer’s improved outlook due to:

 Higher-income Americans feeling wealthier due to a 32% gain in 
the S&P 500 in 2013;

 Middle-income Americans feeling better due to a 13.6% gain in 
housing prices over the past 12 months ending October 2013; and

 Lower- and middle-income earners benefi ting from low infl ation 
and declining gasoline prices since last year at this time.

In addition, as households continue to fuel growth in the economy 
through consumption expenditures, household wealth accumulation 
(e.g., residential investment) continues to be on the mend. Non-resi-
dential investment as a percentage of GDP is returning to pre-recession 
levels, as inventory stock has been building up and commercial con-
struction is ramping up. Residential investment, which includes new 
housing starts and upgrades to existing residential buildings, has his-
torically been a signifi cant contributor to GDP growth following the last 
four recessions, but growth in residential investment following the latest 
recession has been sub-par. We expect residential fi xed investment as a 
percentage of GDP will increase during the coming year, as home values 
rise, home construction picks up and the inventory of existing homes 
continues to decline. This should translate into accelerating GDP growth 
in the coming period.

Corporate Profi ts

U.S. companies are sitting on piles of cash, as they have been waiting for 
(1) reduced political uncertainty and (2) clear signals that the economy 
is on a consistent recovery curve. Corporate profi ts totaled $2.13 trillion 
during the 3rd quarter of 2013 on an annualized basis, a 5.8% increase 
since year-end 2012. Companies have the resources to hire but remain 
wary about future demand for products and services. We expect that re-
cord corporate profi ts will peak sometime in the next few years as uncer-
tainty fades and businesses expand their capital expenditures. 

Housing Market 

Home prices in the 20 major metro areas increased 13.6% during the 12 
months ending October 2013, the most recent data available, accord-
ing to S&P/Case-Shiller. The housing market has performed well in 2013 
after years of uneven performance. Nationally, we expect home prices 
to rise around 13.0% from December 2012 to December 2013, once the 
numbers are fi nal, as any further growth may be restrained due to rising 
mortgage rates and more sellers entering the market.

GDP Percent Change
United States

Duncan Leading Indicator
United States

Note: Annualized
Source: Bureau of Economic Analysis, Delta Associates; January 2014.

* Through Q2 2013.
Note: Quarterly averages seasonally adjusted at annual rates; shaded bars represent recessions.
Source: Federal Reserve Economic Database (FRED), Delta Associates; January 2014.

-10%

-8%

-6%

-4%

-2%

0%

2%

4%

6%

Q1
07

Q2
07

Q3
07

Q4
07

Q1
08

Q2
08

Q3
08

Q4
08

Q1
09

Q2
09

Q3
09

Q4
09

Q1
10

Q2
10

Q3
10

Q4
10

Q1
11

Q2
11

Q3
11

Q4
11

Q1
12

Q2
12

Q3
12

Q4
12

Q1
13

Q2
13

Q3
13

20-Year Average = 2.5%

A
nn

ua
l G

D
P

 C
ha

ng
e 

in
 2

00
9 

C
on

st
an

t D
ol

la
rs

0.10

0.15

0.20

0.25

R
at

io

19
80

19
83

19
86

19
89

19
92

19
95

19
98

20
01

20
04

20
07

20
10

20
13

*



The National Economy     37

Fixed Investment Contributions to GDP
United States

Note: Data is seasonally adjusted at annual rates.
Source: Federal Reserve Economic Database (FRED), Delta Associates; January 2014.

Corporate Profi ts Before Tax
United States

* Through Q3 2013; seasonally adjusted at annual rates. EPS through September 2013.
Source: Bureau of Economic Analysis, Multpl.com, Delta Associates; January 2014.

Annual Change in Existing Home Sale Prices
United States

Note: Data refl ect 20-city composite index.
Source: S&P/Case-Shiller, Delta Associates; January 2014.

Existing Home Sales vs. Sales Price
United States

* Data as of October 2013.
Note: Seasonally adjusted annual sales rate.
Source: National Association of Realtors, Delta Associates; January 2014.
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The number of U.S. home sales increased to 5.1 million (on an annual-
ized basis) during October 2013 – 6.0% above the 4.8 million-unit pace 
in October 2012. Existing home sales have remained above year-ago 
levels for 28 straight months. The average existing home sales price 
was $247,300 in October, approximately 10% above the October 2012 
sales price, marking 20 consecutive months of year-over-year increases. 
High-end buyers are returning to the market, which is fueling growth in 
average existing home sales prices. Sales volume of homes worth $500-
$750K is up 26.0% from a year ago, $750K-1M sales are up 33.2% and 
$1M+ sales are up 31.0%. Listed inventories declined 1.8% from Sep-
tember to October 2013. If the inventory remains tight, prices should 
further escalate.

Federal Intervention and Infl ation

The Federal Reserve has remained active, vowing to do what it takes to 
keep U.S. economic growth on track. 

The Fed plans to keep short-term rates at their current range of 0% to 
0.25% until the unemployment rate drops to 6.5% or infl ation becomes 
problematic. The Fed decided to gradually taper in December, reducing 
its monthly bond purchases to $75 billion from $85 billion, on signs that 
the economy is showing improvement. In addition, Janet Yellen is now 
chairwoman, and we expect her to continue the policies of her prede-
cessor, Ben Bernanke. Most pundits believe we are at the beginning of 
a trend of rising long-term interest rates, after a period of infl ated asset 
prices due to easy money policies of the Federal Reserve. It will be inter-
esting to see how credit markets react in the coming year given a reduc-
tion in the Fed’s quantitative easing program. It is important to note that 
rates are expected to rise due to a reduction in buying by the Federal 
Reserve at the long end of the curve, and not from an increase in the 
Federal Funds rate. The real questions are: 

 When will rates begin to rise noticeably?

 How fast will rates rise?

 How high will they go?

 What effect will they have on economic growth?

 For those in the commercial real estate industry, what impact will 
they have on cap rates and debt fi nancing?

Rising long-term interest rates? Time will tell, but this trend during an 
economic recovery is not new. The key to the speed with which long-term 
interest rates rise may be the temperament of our foreign bond hold-
ers and accelerating infl ation. Will U.S. debt continue to look attractive

Federal Funds Rate
United States

Infl ation and Consumption Expenditures
United States

* Unchanged since December 16, 2008.
Source: Federal Reserve Board, Delta Associates; January 2014.

* 12-month percentage change through October 2013.  
Note: Data is seasonally adjusted.
Source: Bureau of Labor Statistics, Bureau of Economic Analysis, Delta Associates; January 2014.
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compared to alternatives? If so, then rates will remain lower longer. If not, 
then rates will rise faster sooner. 

Regarding infl ation, prices increased 1.0% during the 12 months end-
ing October 2013. Real personal consumption expenditure (PCE), which 
takes into account changes in consumption habits as people substitute 
away from some goods and services towards others, rose 1.4% during 
the 12 months ending October 2013. Cheap energy continues to thwart 
a rise in the overall price level.  We expect infl ation to be contained in 
the near-term due to elevated unemployment and poor income growth, 
which may continue to inhibit signifi cant gains in consumer spending 
patterns. Given this, coupled with appropriate monetary measures, infl a-
tion should hover around 2.0% in 2014. Many economists argue against 
tapering of the Federal Reserve’s asset-buying program if prices are not 
accelerating at a healthy rate, while some observers believe that current 
Fed policy will lead to infl ationary conditions by the end of the decade.

Economic Outlook

In 2013 there was little residual impact from sequestration, and the gov-
ernment shutdown failed to derail the slow but steady economic expan-
sion. The private and public sectors are each learning to adapt, and na-
tional economic growth has continued, though at a level that is weak for 
a recovery period. Households should remain upbeat due to increases in 
net worth from home prices and the stock market. On balance, we look 
for this recovery to continue on its slow but steady course through 2017 
or so, barring a catastrophic event. 

U.S. Payroll Job Growth

Year Job Change % Change
2013* 2,191,000 1.6%

2012 2,242,000 1.7%

2011 1,580,000 1.2%

2010 -959,000 -0.7%

2009 -5,976,000 -4.4%

2008 -793,000 -0.6%

2007 1,520,000 1.1%

2006 2,378,000 1.8%

2005 2,238,000 1.7%

2004 1,409,000 1.1%

2003 -350,000 -0.3%

2002 -1,473,000 -1.1%

* Not seasonally-adjusted change for 12 months ending in December 2013; others are comparisons 
 of annual averages. Note that BLS has rebenchmarked fi gures since their initial publication; the 
 fi gures presented above are the most recent estimates.

Specifi cally, we believe the economic outlook is as follows: 

 Real GDP growth: 2.5% to 3.0% in 2014.

 Payroll jobs: Approximately 2.4 million in 2014.

 Housing: Price appreciation around 10% in 2014.

 Unemployment rate: Hovering in the 6.6% to 6.9% range as 2014 
progresses.

 Federal Funds Rate: 0% to 0.25% through year-end 2014.

 Long-term interest rates: Edging higher during 2014.

 Infl ation rate: In the 2.0% range in 2014 as consumer demand 
strengthens.

National Payroll Job Growth Summary

The U.S. economy gained approximately 2.2 million payroll jobs over the 
12 months ending December 2013 (not seasonally adjusted), represent-
ing an increase of 1.6%. This compares to the 25-year annual average of 
1.3 million jobs at a 1.1% average growth rate.

Th e key to the speed with which long-term interest rates rise 
may be the temperament of our foreign bond holders and 

accelerating infl ation – will U.S. debt continue to look 
attractive compared to alternatives? If so, then rates will 

remain lower longer. If not, then rates will rise faster sooner.

On balance, we look for this recovery to continue on its
slow but steady course through 2017 or so, barring a

catastrophic event.
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12-Month Payroll Employment Change Th rough November 2013
      

Job Change  
Metro Area # %

New York 200,500 2.3%

LA Basin  

Los Angeles/Long Beach/Glendale  67,000 1.7%

Santa Ana/Anaheim/Irvine  30,600 2.1%

Riverside/San Bernardino/Ontario 10,500 0.9%

Subtotal LA Basin  108,100 1.7%

Houston   86,200 3.1%

Dallas/Ft. Worth  83,700 2.7%

Chicago  60,300 1.4%

Atlanta  59,200 2.5%

San Francisco Bay Area  

San Jose/Sunnyvale/Santa Clara  26,800 2.9%

San Francisco/San Mateo/Redwood City  24,600 2.4%

Oakland/Fremont/Hayward  2,700 0.3%

Subtotal Bay Area  54,100 1.8%

Boston (Metropolitan NECTA)  52,200 2.1%

South Florida  

     West Palm Beach/Boca Raton  12,000 2.3%

     Fort Lauderdale  17,700 2.4%

     Miami/Miami Beach/Kendall  16,000 1.5%

     Subtotal South Florida  45,700 2.0%

Phoenix  41,600 2.3%

Tampa-St. Pete  39,300 3.3%

Seattle  35,700 2.1%

Denver-Boulder  34,300 2.4%

Minneapolis-St. Paul  32,800 1.8%

Job Change
Metro Area # %

Orlando  28,900 2.7%

Philadelphia  28,800 1.0%

Baltimore  25,200 1.9%

Nashville  25,200 3.1%

Washington, DC  24,100 0.8%

San Diego  23,000 1.8%

Austin  22,500 2.7%

Las Vegas  20,300 2.4%

Portland (OR)  20,200 2.0%

Charlotte  20,100 2.3%

Raleigh-Durham  18,300 2.2%

Indianapolis  18,100 2.0%

Pittsburgh  17,400 1.5%

Detroit (Detroit/Warren/Livonia)  17,200 0.9%

Oklahoma City  14,700 2.4%

Salt Lake City  14,700 2.2%

Kansas City  13,400 1.3%

Sacramento  12,400 1.5%

Jacksonville  11,600 1.9%

San Antonio  10,800 1.2%

Cincinnati  10,800 1.1%

Columbus (OH)  7,300 0.8%

St. Louis  7,000 0.5%

Memphis  4,000 0.7%

New Orleans  2,000 0.4%

Cleveland (8,100) -0.8%

Source: Bureau of Labor Statistics, Delta Associates; January 2014.
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The Washington Area

ECONOMY

Uncertainty Takes a Toll on Regional Economy During 2013, 
but Strength of Private Sector Drives Modest Growth; 
Two-Year Budget Deal Provides Clarity and a Potentially 
More Robust 2014

Last year in TrendLines we stated that the Washington area economy 
would experience slow growth during 2013 due to Federal budget aus-
terity - and slow we got. In fact slower than anticipated, in part due to 
the shenanigans on Capitol Hill that elevated the sense of uncertainty 
in the region.

Despite a year full of challenges including the implementation of se-
questration, a 16-day government shutdown, and an 11th-hour deal to 
raise the debt ceiling, the Washington metro area experienced growth 
during 2013 – albeit modest. Payroll employment increased just 24,100 
during the 12 months ending November 2013 – slightly more than half 
that of the metro area’s 20-year annual average and anemic compared to 
prior expansion cycles of 60,000 to 100,000 in job gains. However, as of 
November 2013 the unemployment rate remains the lowest in the nation 
among major metros, at 4.9%. And job shortages are reported in select, 
high-demand fi elds, like cyber-security and certain health-care jobs.

Despite this short-term weakness, the Washington metro area is in the 
process of shifting away from its dependence on the Federal govern-
ment. The private sector, with industries such as health care, education, 
cyber-security and others, will fuel growth in the period ahead. Due to its 
strengths such as a highly educated work force, a diversifi ed economy 
(as compared to the dependence of the region on the Federal establish-
ment in the 1970s), growing tech and health care industries, a high quali-
ty of life, a strong housing market with sustained values, and as a destina-

tion for corporate and association headquarters moves, the Washington 
metro area economy will come out stronger at the end of this expansion 
cycle with a diminished reliance on the Federal government.

We expect uncertainty experienced during 2013 to ease during 2014:

 The Bipartisan Budget Act of 2013,  signed into law in December, will 
provide greater clarity for consumers and businesses. 

 Congressional leaders struck a two-year budget deal that includes 
the restoration of some spending previously subject to sequestra-
tion. Some of this spending increase will boost economic growth in 
the Washington region in the near term.  

We expect economic growth in the metro area to remain limited during 
the start of 2014, with more robust growth later in the year and continu-
ing through 2017.

Th e Washington metro area economy will come out stronger 
at the end of this expansion cycle with a diminished reliance 

on the Federal government.

We expect economic growth in the metro area to remain
limited during the start of 2014, with more robust growth 

later in the year and continuing through 2017.
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Payroll Job Growth
Large Metro Areas  |  12 Months Ending November 2013

Source: Bureau of Labor Statistics, Delta Associates; January 2014.

Payroll Job Growth
Washington Metro Area

* 12 months ending in November 2013.
Source: Bureau of Labor Statistics, Delta Associates; January 2014.

2013 Highlights

Payroll Employment: 3.1 million at November 2013.
Job Change: Increased 24,100 during the 12 months ending November 2013. 

Compares to 34,300 in the 12 months ending November 2012. 
Unemployment Rate: 4.9% at November 2013, down from 5.2% one year ago, the lowest among the nation’s largest metro areas.
Infl ation: Prices increased 1.7% during the 12 months ending October 2013.
Housing Prices: Increased 7.4% during the 12 months ending October 2013.  

Source: Bureau of Labor Statistics, S&P/Case-Shiller; January 2014.

Payroll Jobs 

The Washington metro ranks seventh in population among the nation’s 
metro areas. With 3.1 million payroll jobs, the Washington metro area 
ranks as the fi fth-largest job market, behind New York, LA Basin, Chi-
cago, and Dallas/Ft. Worth. The Washington metro area economy added 
24,100 jobs during the 12 months ending November 2013. This number 
ranks Washington twelfth among large metro areas. Growth is below the 
20-year annual average of 42,400 and less than in past recovery cycles 
which ranged from 60,000 to 100,000. 

Although the Washington metro area added 24,100 jobs during the past 
12 months ending November 2013, other metro areas continue to out-
pace it in job gains. New York, the LA Basin, Dallas/Fort Worth, and Hous-
ton are the leaders in job growth, spurred by growth in Professional/Busi-
ness Services, Health/Education, and Energy.
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Payroll Jobs by Sector

The top four sectors leading job growth in the Washington metro area 
are Leisure/Hospitality, Financial Services, State/Local Government, and 
Retail Trade – with a total of 32,700 jobs added to the economy in these 
four sectors alone. Notably, the Federal government sector lost 9,500 
jobs during the 12 months ending November 2013, as agencies tighten 
spending due to Federal austerity measures. The majority of these job 
cuts occurred in the District of Columbia. The Federal government is not 
laying off workers; rather, a hiring freeze has prevented hiring for many 
vacated positions due to retirement or workers leaving for other posi-
tions outside the Federal government. 

We expect the Professional/Business Services sector to create just over 
144,000 jobs over a fi ve-year period – from 2014 to 2018.  We expect 
most of these positions to be created in the Management, Scientifi c, 
and Technical Consulting Services and Computer Systems Design and 
Related Services sectors. Although this sector lost 200 jobs during the 
12 months ending November 2013, we expect this sector to rally dur-
ing 2014-2018. We project the Construction/Mining sector to follow with 
51,900 positions as the housing recovery strengthens.

Unemployment Rate

The Washington area unemployment rate was 4.9% at November 2013, 
down 30 basis points from 5.2% one year ago. This compares to the na-
tional rate of 7.0% in November 2013, which is down 80 basis points 
from one year ago. The Washington metro area unemployment rate de-
creased over the past year after a blip due to an increase in Federal work-
ers applying for unemployment benefi ts. Despite the temporary rise in 
October, the Washington metro area has the lowest unemployment rate 
among the nation’s largest metro areas. Dallas-Fort Worth and Houston 
trail with 5.6% unemployment. The Washington metro area unemploy-
ment rate peaked in January 2010, at 7.0%, and has since declined, albe-
it unevenly. We expect the Washington metro area unemployment rate 
to hover in the mid-to-high 4% range in 2014.

Payroll Job Growth
Washington Metro Area  |  12 Months Ending November 2013

Source: Bureau of Labor Statistics, Delta Associates; January 2014.

Trends in Employment by Major Sector
Washington Metro Area

November 
2013

12-Month 
Change

20-Year Annual 
Average

Leisure/Hospitality 294.7 16.2 5.1

Financial Services 156.1 7.0 1.0

State/Local Gov’t 329.0 6.0 3.8

Retail Trade 276.2 3.5 1.9

Trans./Utilities 65.1 3.1 0.0

Education/Health 391.1 1.9 8.5

Other Services 186.2 0.0 3.7

Prof/Bus. Services 707.1 (0.2) 16.7

Manufacturing 47.7 (0.2) -0.9

Construction 141.3 (0.5) 2.0

Wholesale Trade 63.2 (1.5) 0.1

Information 75.3 (1.7) -0.2

Federal  Gov’t 366.3 (9.5) 0.7

Total 3,099.3 24.1 42.4

Note: In thousands of payroll jobs.
Source: Bureau of Labor Statistics, Delta Associates; January 2014.
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Unemployment Rate 
Large Metro Areas  |  November 2012 vs. November 2013

Source: Bureau of Labor Statistics, Delta Associates; January 2014.

Projected Payroll Job Growth 
Washington Metro Area  |  2014 – 2018 

Source: Dr. Stephen Fuller, Delta Associates; January 2014.
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We expect the Washington metro area unemployment 
rate to hover in the mid-to-high 4% range in 2014.

Regional Consumer Price Index

Overall infl ation in the Washington/Baltimore region was 1.7% during 
the 12 months ending November 2013, compared to the national infl a-
tion rate of 1.2%. Medical expenses continue to rise, increasing 4.9% in 
the Washington/Baltimore region during the same time period.  Trans-
portation expenses increased at a slower rate of 1.9%, due to the cost 
of gasoline decreasing 4.2% during the same period. For all of 2013, we 
expect infl ation to be contained, as slowly progressing economic condi-
tions keep prices in check, with growth of around 1.5% to 2.5% when 
the data are fi nalized. As long as appropriate monetary measures are in 
place, infl ation should remain controlled.

Housing Prices

House prices increased 7.4% in the Washington metro area during the 
12 months ending October 2013, according to the S&P/Case-Shiller 
Home Price Index. This compares to a rise of 13.6% in the 20 MSA Com-
posite Index – the best year-over-year gain since March 2006. 

The Washington metro area continues its solid year-over-year gains 
thanks to a resilient private sector.  However, in conjunction with the con-
tinuing effects of sequestration and the partial government shutdown of 
early October, we expect the rate of price growth to decelerate for 2013, 
once the numbers are fi nalized, and into 2014. 

On balance, we expect that a combination of the following will bring price 
increases to the Washington for-sale housing market in the near-term:

 A local economy that continues to adapt to the realities of Federal 
budget austerity – and the effects of some easing of that austerity.

 Recently rising house prices that may incentivize more potential sell-
ers to list their homes, thus bringing out more buyers into a market 
that consists of a greater array of options (while subsequently slow-
ing price growth).

 Job growth, driven by the private sector, that is likely to continue into 
2014-15 but at modest rates for an expansion cycle.



48  |  Section Three

A NEW PLAYBOOK

Consumer Price Index (CPI)
Washington/Baltimore Region

Note: Data is 12 months ending in each period.
Source: Bureau of Labor Statistics, Delta Associates; January 2014.

Percent Change in House Prices
Washington MSA vs. U.S. 20 MSA Composite

*12 months ending in October 2013.
Note: Seasonally adjusted.
Source: S&P/Case-Shiller, Delta Associates; January 2014.

Share of GRP
Washington Metro Area

Source: Dr. Stephen Fuller, Delta Associates; January 2014.

Federal Procurement Spending 
Washington Metro Area

*Preliminary estimate.
Source: Dr. Stephen Fuller, Delta Associates; January 2014.

-2%

-1%

0%

1%

2%

3%

4%

5%

A
nn

ua
l P

ri
ce

 I
nd

ex
 C

ha
ng

e

10-Year Annual Average = 2.9%

M
ar-09

Jul-09
Nov-09

M
ar-10

Jul-10
Nov-10

M
ar-11

Jul-11
Nov-11

M
ar-12

Jul-12
Nov-12

M
ar-13

Jul-13
Nov-13

-20%

-15%

-10%

-5%

0%

5%

10%

15%

20%

25%

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013*

Washington MSA

U.S. 20 MSA Composite

P
er

ce
nt

 C
ha

ng
e

40% 29%

4% 7%

56%

64%

$0

$200

$400

$600

2010 2017

Balance

Health/Education

Federal Sector
$425 Billion

$572 Billion

In
 B

ill
io

ns
 o

f D
ol

la
rs

$20

$30

$40

$50

$60

$70

$80

$90

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013*

D
ol

la
rs

 in
 B

ill
io

ns



The Washington Area Economy     49

Region’s Core Industries

The Gross Regional Product (GRP) for Washington is expected to grow 
to $572 billion by 2017 – a 35% increase from 2010. The Federal gov-
ernment is the largest component of the Washington area economy, as 
its spending touches every job sector. However, this share of spending 
is shrinking. During 2010, Federal government spending accounted for 
40% of the Gross Regional Product (GRP). By 2017, we expect this share 
to shrink to 29%, as the Federal government tightens spending and the 
private sector picks up the slack. 

The most important element of Federal spending in the metro area 
economy is procurement – the government’s purchase of goods and ser-
vices from the private sector. Procurement spending declined 5.5% dur-
ing 2012 (compared to revised 2011 data), to roughly $75.6 billion (in 
2012 dollars). We estimate that procurement spending declined further 
in 2013, at a rate similar to that of 2012, totaling a decline of approxi-
mately $12 billion over three years.

Slow-growth economic performance in the Washington metro area dur-
ing 2013 is attributed, in part, to the uncertainty created by mandatory 
Federal budget cuts. As automatic spending cuts impact the regional 
economy, reduced disposable income, lower-paying jobs, and the re-
duction of longer-term contracts will hamper growth into early 2014. 
However, a two-year Federal budget deal that creates greater certainty 
for government contractors and that restores some of the spending that 
was eliminated in sequestration will bring new life to the regional economy. 

We believe the economic impact of sequestration will ease as future cuts 
will be more strategic in 2014 to meet spending reduction requirements. 
Although sequestration paired with uncertainty slowed job growth dur-
ing 2013, we believe the resilience of the private sector will offset the 
tapering in Federal activity.

Job Growth
Washington Metro Area  |  12 Months Ending November 2013

* Estimate.
Source: Bureau of Labor Statistics, Delta Associates, January 2014.
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A two-year Federal budget deal that creates greater certainty 
for government contractors and that restores some of the 
spending that was eliminated in sequestration will bring 

new life to the regional economy.
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Washington Area Economic Outlook: A New Playbook 

For this expansion cycle the Washington metro area is no longer the 
strongest regional economy in America. And it is going through a meta-
morphosis, transforming from a 40% government town into a much 
more diversifi ed private sector based economy. This means less demand 
for commercial real estate and more supply. Adapting to this new world 
requires a new playbook.

Specifi cally, we expect job growth in the metro area to remain tempered 
for an expansion cycle – averaging 59,300 new jobs per annum over the 
next 5 years – well ahead of 2013 but below prior expansion cycles. This 
level of economic expansion is suffi cient to support a healthy commer-
cial real estate market. 

We expect the Washington metro area economy to progress slowly in 
early 2014 and then gain momentum later in the year. We expect more 
robust growth to occur in 2015-16. During this period, we expect the 
Federal government to continue austerity measures and to implement 
budget cuts more strategically. However, we expect other sectors to pick 
up the slack, thereby helping to stimulate the Washington metro econ-
omy through 2017 – specifi cally the Professional/Business Services and 
Construction/Mining sectors. In general we expect private sector fi rms to 
be the cornerstone of employment growth in the period ahead.

We expect job growth in the metro area to remain tempered 
for an expansion cycle – averaging 59,300 new jobs per annum 

over the next 5 years – well ahead of 2013 but below prior 
expansion cycles. Th is level of economic expansion is suffi  cient 

to support a healthy commercial real estate market.

But the jobs we will be growing in the period ahead will
be lower wage, less offi  ce using and more renters than we 
have been accustomed to in prior expansion cycles. And 
demographic and lifestyle trends suggest the offi  ce space 

preferences, housing choices, and retail desires of the future 
will not match the past. So a new playbook is warranted.

But the jobs we will be growing in the period ahead will be lower wage, 
less offi ce using and more apartment renters than we have been ac-
customed to in prior expansion cycles. And demographic and lifestyle 
trends suggest the offi ce space preferences, housing choices, and re-
tail desires of the future will not match the past. So a new playbook is 
warranted.
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The Washington Area

OFFICE MARKET

Vacancy Holds Steady as Absorption Turns Positive; Rents Edge 
Down; Investment Sales Volume Firm But Below 2012 Figures

Last year in TrendLines we noted, for the fi rst time since our records have 
been kept, negative annual net absorption in 2012. We also predicted 
no meaningful market momentum and improvement until mid-decade 
for this asset type, except in isolated submarkets and trophy assets. In 
2013 we saw a return to positive absorption but seem to have kept to 
that prediction. 

Despite a year full of challenges, absorption returned to positive territory 
and vacancy trended fl at. What happened to the offi ce market in 2013? 

 Sequestration was offi cially implemented in March 2013

 OMB issued “Freeze the Footprint” for GSA

 In October we suffered a 16-day government shutdown 

 A two-year Federal budget passed Congress in December

 Uncertainty and Federal austerity continue to impact the area but 
with promise of some relief in 2014

The Washington metro area offi ce market experienced generally mixed 
conditions in 2013:

 Net absorption was positive

 The overall vacancy rate held fl at 

 Concession packages remain elevated 

 We see shorter lease terms

 Densifi cation of space continues

 Effective rents declined 2.9% metro-wide

Yet, better buildings in stronger submarkets continue outperforming this 
metro-wide trend of softness.

Northern Virginia contributed a signifi cant portion of the positive net ab-
sorption experienced during 2013 as a result of leasing activity surround-
ing the Silver Line’s scheduled arrival in early 2014. Downward pressure 
on effective rents continues due to shorter lease terms, densifi cation of 
space, GSA and contractors reducing their footprint, and sequestration.

With the two-year Federal budget deal in place as of December, the 
Washington metro area should experience a more positive outlook in 
2014, although progress will be slow early in the year. This two-year Fed-
eral budget deal will help put confi dence back in the regional economy 
and offi ce market, not so much for its policy of re-establishing some pre-
viously cut dollars, but for its elimination of uncertainty. However, as pri-
vate and public sector tenants learn to operate in less space per worker, 
the face of the offi ce market is in a state of fl ux. Developers have kept 
construction levels in check, but more time is needed for the market to 
gain traction.

As uncertainty in the private sector tapers, and more leasing decisions 
are made, growth in private sector demand over the next several years 
will overcome some of densifi cation’s effects.  We look for notable mar-
ket momentum by 2016.

Yet, better buildings in stronger submarkets continue 
outperforming this metro-wide trend of soft ness.



The Washington Area Offi ce Market     55

Largest U.S. Offi  ce Markets
Selected Metro Areas  |  2013

Note: Excludes New York at 1.1 billion SF.
Source: CoStar, Delta Associates; January 2014.

Offi  ce Net Absorption
Selected Metro Areas  |  2013

Source: CoStar, Delta Associates; January 2014.

Offi  ce Vacancy Rates
Selected Metro Areas  |  Year-End 2013

Source: CoStar, Delta Associates; January 2014.
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National Context

At 422 million SF of privately-owned offi ce space, the Washington metro 
area is the 3rd largest offi ce market in the nation, behind New York and 
Los Angeles.

Net absorption of offi ce space in the Washington metro area totaled 1.8 
million SF during 2013. The Boston, Dallas/Ft. Worth, and New York mar-
kets were leaders in net absorption during 2013.

The Washington area’s overall vacancy rate is 13.4% at year-end 2013, 
unchanged from one year ago. The Washington metro has the ninth-low-
est overall vacancy rate among large metro areas in the United States. 
The Boston and San Francisco Bay metro areas have the lowest vacancy 
rates at 9.6% and 9.8%, respectively.

Th is two-year Federal budget deal will help put confi dence 
back in the regional economy and offi  ce market, not so much 

for its policy of re-establishing some previously cut dollars, but 
for its elimination of uncertainty.
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Net Absorption 

Net absorption in the Washington Metro area totaled positive 1.8 million 
SF during 2013, compared to negative 2.9 million SF during 2012. This 
compares to the 15-year average annual absorption of 5.3 million SF.

Northern Virginia, totaling 771,000 SF of net absorption, accounted for 
the majority of the region’s positive net absorption during 2013. Nota-
bly, the FDIC inked 171,000 SF at 3701 N. Fairfax Drive. However, BRAC-
related move-outs continue to offset more substantial gains during 2013.

Suburban Maryland experienced the weakest positive absorption during 
2013, as a result of several move outs in Frederick County, Beltsville/Cal-
verton/College Park and North Bethesda. However, a healthy pre-leased 
delivery rate helped boost net absorption during 2013, as a total of 1.0 
million SF came online at 91% leased during this period, helping absorp-
tion stay above the line at positive 235,000 SF.

The District of Columbia contributed 744,000 SF of positive net absorp-
tion to the Washington metro area during 2013. A close second to North-

Offi  ce Net Absorption
Washington Metro Area

Source: Delta Associates; January 2014.
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2013 Highlights

Net absorption: Positive 1.8 million SF during 2013, compared to negative 2.9 million SF during 2012.
Sublease space: Decreased by 769,000 SF during 2013. Sublease space represents 0.8% of the standing inventory.
Overall vacancy rate: 13.4%, unchanged from one year ago. Compares to 11.5% national rate.
Direct vacancy rate: 12.6%, up from 12.4% one year ago.
Pipeline (U/C and U/R): 6.4 million SF, down from 8.0 million SF one year ago.
Pipeline pre-lease rate: 53%, compared to 51% one year ago.
Eff ective rents: Down 2.9% during 2013, compared to a decline of 2.9% during 2012.
Investment sales: $5.1 billion ($352/SF) during 2013, compared to $6.7 billion ($355/SF) during 2012.

As uncertainty in the private sector tapers, and more leasing 
decisions are made, growth in private sector demand over the 
next several years will overcome some of densifi cation’s eff ects.  

We look for notable market momentum by 2016.

ern Virginia, the District of Columbia experienced stronger demand
compared to 2012, aided by momentum in the NoMa submarket. NoMa 
contributed 555,000 SF of positive net absorption during 2013, due in 
part to the NPR headquarters delivering fully leased. 

Demand remains lackluster from both the private and public sectors, as 
tenants feel the effects of sequestration. However, demand was able to 
outpace tenants vacating space during 2013, unlike 2012. 
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Sublease space decreased 769,000 SF during 2013, compared to in-
creasing 9,000 SF during 2012. Sublease space represents just 0.8% of 
standing inventory at December 2013. This compares to a level of 1.0% 
at December 2012. The limited amount of sublease space on the mar-
ket will help promote a rebound, though shadow space (excess leased 
space that is not being marketed) remains a concern.

The fl ight to quality continues: Net absorption of Class A space totaled 
2.6 million SF during 2013, compared to negative 854,000 SF of Class 
B/C space. Tenants continue to upgrade accommodations as Class A 
rents remain competitive. However, rents for newly-constructed space 
closer to the core could rise in the near term, as the number of newer 
blocks of available space is declining due to tenant demand for such 
space, and construction starts have been limited over the past few years. 

Offi  ce Net Absorption
Washington Metro Areas  |  2013

Source: Delta Associates; January 2014.

Net Absorption of Offi  ce Space and Change in Sublease Space
Washington Metro Area  |  2012 vs. 2013  |  (Th ousands of SF)

Direct Space Net 
Absorption

Sublease Space Absorbed 
or (Returned)

Market 2012 2013 2012 2013
NOVA (2,594) 771 (123) 598

Sub MD 297 235 (3) 133

District (581) 744 117 38

Total (2,878) 1,750 (9) 769

Source: Delta Associates; January 2014.
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Offi  ce Net Absorption by Class of Space
Washington Metro Areas  |  2011–2013

Source: Delta Associates; January 2014.
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Leasing Activity

Leasing activity in the Washington metro area remained light during 
2013, as many tenants continued to renew rather than fi nd new space 
that may be better suited to evolving requirements. However, industries 
with greater momentum, such as the tech and cyber-security industries, 
are not as hesitant to ink new deals. 

We expect leasing activity from GSA to be muted during 2014, as OMB 
issued a “Freeze the Footprint” policy to all Federal agencies. The policy 
forces agencies to keep their total square footage of leased offi ce space 
unchanged (or lower) compared to the FY 2012 baseline. The priority 
to identify cost-cutting opportunities through consolidation and co-lo-
cation has not waned, yet short-term renewals and holdovers are a tem-
porary fi x.
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Vacancy Rates and Vacant Space (All Classes)
Washington Metro Area  |  December 2012 vs. December 2013

December 2012 December 2013
Vacancy Rate

Direct 12.4% 12.6%

Sublet 1.0% 0.8%

Vacant Space (Millions of SF)
District 49.9 53.1

Sublet 4.0 3.3

Source: CoStar, Delta Associates; January 2014.

Offi  ce Buildings with Contiguous Blocks of Available Space 
Washington Metro Area  |  December 2013

Note: Includes buildings under construction or renovation.
Source: CoStar, Delta Associates; January 2014.

The Washington metro area has started to feel the impacts of govern-
ment austerity measures. However, this impact is not expected to accel-
erate as cuts in 2014 will be more strategic – spending reduction require-
ments will be implemented with greater caution so as not to disturb the 
regional and national economies. Regardless, we expect leasing activ-
ity from the private sector to be restrained compared to past recovery 
cycles. We expect companies will actively seek to renew and those with 
shadow space will utilize the additional room before inking new deals. In 
addition, tenants are increasingly leasing less space per employee due 
to the rising implementation of hoteling and teleworking programs and 
rightsizing offi ce space due to staff reduction during the downturn. We 
expect this trend to “densifi cation” to continue but perhaps at a deceler-
ating rate. Notwithstanding these trends, we expect to see more leasing 
activity in 2014 than in 2013, as less uncertainty pervades the market.

As the number of Baby Boomers in the workplace begins to shrink, the 
number of “Millennials” – those born between 1982 and 2000 – will rise. 
Millennials use offi ce space differently, with a desire for effi ciency and 
fl exible work spaces. As more companies implement hoteling and free-
address offi ces, the use of technology will satisfy this new generation’s 
workplace needs with mobility and more effi cient and collaborative work 
spaces. 

There are 1,138 buildings with contiguous blocks of available space that 
are 10,000 SF or greater at December 2013, compared to 1,075 one year 
ago. Half of the total blocks are located in Northern Virginia. There are 
137 buildings with blocks of space available over 100,000, up from 120 
buildings one year ago. The number of large blocks increased, as de-
mand remains limited, tenants continue to vacate space under the BRAC 
plan in Northern Virginia, and some developers are starting to break 
ground on new spec projects. We anticipate the number of large blocks 
to continue to rise during 2014 for these reasons, though newer large 
blocks may see increasing rents. 
 

We expect to see more leasing activity in 2014 than in 2013, 
as less uncertainty pervades the market.
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Vacancy Rate 

The Washington area’s overall vacancy rate is 13.4% at year-end 2013, 
unchanged from one year ago. The Washington metro has the eighth-
lowest overall vacancy rate among large metro areas in the United 
States. The Boston and San Francisco Bay metro areas have the lowest 
vacancy rates at 10.0% and 10.5%, respectively. The Washington metro 
area’s direct vacancy rate was 12.6% at December 2013 up from 12.4% 
one year ago. 

The Washington area’s overall Class A vacancy rate is 12.2% at year-end 
2013, down from 12.5% one year ago. The Washington area’s direct 
Class A vacancy rate is 11.2%, up from 10.9% one year ago.

Construction

There is 6.4 million SF of offi ce space under construction or renovation 
in the Washington metro area at December 2013, down from 8.0 million 
SF one year ago. 53% of the space under construction is pre-leased at 
December 2013, compared to 51% one year ago. This compares to the 
10-year average pre-lease rate of 48%.

Developers started construction on 2.2 million SF during 2013, com-
pared to 3.7 million SF during 2012. Some developers have pushed for-
ward on pre-leased projects or used their own resources to start spec 
projects – banking on improved conditions upon delivery.

Notably, during 2013 Boston Properties broke ground on 479,000 SF at 
601 Massachusetts Avenue, NW, the former NPR Headquarters, in the 
East End submarket of the District of Columbia. The space is 80% pre-
leased to Arnold & Porter and is slated to deliver by late-2015. Many 
of the construction starts in 2013 are a result of Metrorail’s Silver Line. 
Developers broke ground on 1.2 million SF in Northern Virginia during 
2013, accounting for 54% of total groundbreakings in the Washington 
metro area.  

The lending environment remains tight for spec offi ce projects. We be-
lieve there will be limited groundbreakings during 2014 that have little 
or no pre-leasing in place – unless the developer starts the work using in-
ternal resources. We expect renovations of vacated Class B/C buildings 
to become more common. As tenants vacate older space, particularly 
as the BRAC process winds down, landlords will look to renovate. Ten-
ants in the market are seeking newer offi ce space. The exception to the 
limited groundbreakings will be in Tysons Corner and Reston/Herndon, 
as developers prepare to deliver new product due to Metrorail’s arrival 
in early 2014.

Offi  ce Vacancy Rate
Washington Metro Area

Source: CoStar, Delta Associates; January 2014

Offi  ce Space Under Construction
Washington Metro Area  |  (Millions of SF)

Substate Area
December 

2011
December 

2012
December 

2013
NOVA 1.9 3.5 2.8

Sub MD 2.2 1.8 1.3

District 2.8 2.6 2.4

Total 7.0* 8.0* 6.4*

* Does not total due to rounding.
Source: CoStar, Delta Associates; January 2014.

0%

2%

4%

6%

8%

10%

12%

14%

1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

D
ir

ec
t V

ac
an

cy
 R

at
e



60  |  Section Four

A NEW PLAYBOOK

Offi  ce Construction Deliveries
Washington Metro Area

Source: CoStar, Delta Associates; January 2014.

Although breaking ground on spec projects at this point in the cycle is 
not warranted in many submarkets, we believe the risk is lowered in se-
lect, well-positioned submarkets.

Developers delivered 4.5 million SF of offi ce space, including renova-
tions, in the Washington metro area during 2013. These projects came 
online at 52% pre-leased. Notably, Monday Properties delivered a 
538,000 SF building at 1812 N. Moore Street in the RCB Corridor sub-
market of Northern Virginia. Upon delivery, the building had no pre-
leasing in place.

The trend of tenants seeking “green” offi ce space remains prominent. 
Developers have taken notice as an increasing number of LEED-Certifi ed 
and energy effi cient buildings deliver year-to-year. Sustainability practic-
es are viewed by many businesses as a way to improve the bottom line, 
and the demand for energy-effi cient space is on the rise given recent 
public sector budget constraints and private sector uncertainty. 

Projected Supply and Demand

We project the metro-wide overall vacancy rate will edge down to 12.7% 
at December 2015, from 13.4% today. Although we expect demand to 
gradually increase over the next two years, we do not believe this de-
mand will be robust enough to signifi cantly lower the vacancy rate met-
ro-wide, as tenants consolidate or vacate space and new product deliv-
ers. A portion of the demand will be generated by pre-leased deliveries 
arriving to the market over the next two years.

 We project the Northern Virginia overall vacancy rate will decline to 
14.7% at December 2015, from 15.8% today.  

 We project the Suburban Maryland overall vacancy rate will edge 
down to 14.2% at December 2015, from 14.5% today. 

 We project the District of Columbia overall vacancy rate will edge 
down to 9.0% at December 2015, from 9.3% today.

Offi  ce Construction Starts
Washington Metro Area

Source: CoStar, Delta Associates; January 2014.

We project the metro-wide overall vacancy rate will edge 
down to 12.7% at December 2015, from 13.4% today.
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Offi  ce Demand and Deliveries
Washington Metro Area  |  24 Months Ending December 2015

Source: Delta Associates; January 2014.

Offi  ce Demand and Deliveries
Washington Metro Area  |  24 Months Ending December 2015

Source: Delta Associates; January 2014.

Leasing activity will remain muted in early 2014, gaining greater momen-
tum in 2015. With Federal agencies reducing their footprint, coupled 
with the private sector remaining cautious due to sequestration, leasing 
levels will be modest in 2014. The hesitancy to lease space arrives at a 
time when tenants will be vacating second-generation space – relocating 
to newer space signed for during 2012 and 2013. We look to 2016-17 for 
the market to transition to stronger conditions.   

We expect overall vacancy outside the Beltway will edge down to 14.1% 
over the next 24 months, from 15.2% today. We project the overall vacan-
cy rate inside the Beltway will edge down to 11.6% at December 2015, 
from 11.9% today. We believe vacancy will be slow to decline, as a hand-
ful of spec projects are underway and could further impede a reduction 
in the vacancy rate if tenants are not secured by delivery. In addition, a 
healthy amount of second-generation space is due to come online over 
the next few quarters – particularly in the District of Columbia and North-
ern Virginia due to BRAC-related move-outs.

Eff ective Rents

The average effective offi ce rent declined 2.9% during 2013, compared 
to the 2.9% decline during 2012. We expect concession packages to re-
main elevated during 2014, as tenants remain hesitant to lease space, 
coupled with older second-generation space coming on the market. 
Overall, the market remains in tenant favor. But, we believe the window 
of opportunity to secure lowered rents on larger blocks of quality Class A 
space in the closer-to-the-core submarkets is closing in submarkets with 
better supply/demand balance.

We believe average metro-wide effective rents will likely remain soft dur-
ing 2014, as vacancy remains elevated. By 2015, rents should begin to 
edge up as demand increases. We expect it will not be until 2016 when 
the Washington metro area experiences meaningful gains in rent. How-
ever, better buildings in stronger submarkets will likely outperform this 
metro-wide average. We expect newly-constructed offi ce buildings to 
experience rent gains in the near term as the availability of such space 
is dwindling.
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Overall, the market remains in tenant favor. But, we believe 
the window of opportunity to secure lowered rents on larger 

blocks of quality Class A space in the closer-to-the-core
submarkets is closing in submarkets with better 

supply/demand balance.
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Investment Sales 

Investment sales totaled $5.1 billion in the Washington metro area dur-
ing 2013, compared to $6.7 billion during 2012. Sales prices averaged 
$352/SF in the Washington metro area during 2013. This compares to 
$355/SF during 2012. 

The average cap rate for core offi ce assets in the Washington metro area, 
on a 12-month trailing basis, was 6.4% at the end of the 3rd quarter of 
2013, according to Real Capital Analytics. The average cap rate is up 
nine basis points from one year ago, but has leveled recently. We believe 
the 12-month trailing average cap rate will remain in the mid-6% range 
through 2014. Given the uncertain nature of the economy, however, we 
believe any further decline in cap rates during 2014 is likely to be mod-
est. However, trophy assets will likely continue to trade at lower cap rates. 
Cap rates for recent Class A/Trophy trades have been in the high-4% to 
mid-5% range.

Investment Returns

Total returns (cash fl ow plus appreciation) realized in the Washington of-
fi ce market were 5.67% for the 12 months ending September 2013. The 
Washington area return is outpaced by the national return of 9.68%, as 
other metro areas surpass the Washington market, which outperformed 
earlier in this cycle. Washington’s CBD returns were slightly higher com-
pared to those of the suburbs. 

We expect the Washington area to remain among the premier long-term 
investment markets in the nation, although returns from other markets 
should continue to exceed Washington’s as those cities move forward in 
the recovery cycle. Washington’s still-high pricing and elevated vacancy 
rate are weakening investors’ returns in the short term.

Land Sales

There were four notable offi ce land sales in the Washington metro area 
totaling $60.6 million during 2013, compared to four deals totaling 
$52.4 million during 2012. Notably, Carr Properties purchased 0.3 acres 
at 2317 Wilson Boulevard in Arlington County during 2013 for $7.6 mil-
lion ($702 land price per SF). 

We expect land sales in the Washington metro area to gradually pick 
up during 2014. Although the development climate should remain rela-
tively soft next year in most submarkets, developers will be looking to 
purchase land – planning for the next round of development and de-
livering during late 2015 or 2016 when the market transitions back to 
landlord favor.  

NCREIF Return Index1 
Offi  ce Properties

Metro Area
12-Month Total Return at

3rd Quarter 20131

Houston 15.95%

Denver 14.21%

Dallas 14.10%

Phoenix 13.45%

San Francisco 12.35%

New York 11.76%

National Average 9.68%

Los Angeles 9.58%

Atlanta 8.11%

Chicago 7.17%

Boston 6.94%

Washington 5.67%

    Wash. CBD 6.49%

    Wash. Suburbs 3.89%

1 NCREIF compiles return based on its members’ $121.3 billion offi ce portfolios.  The index includes 
 both current income and capital appreciation returns.

Source: Delta Associates, based on data in NCREIF’s 3rd Quarter 2013 Real Estate Performance Report.
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Offi  ce Market Outlook: A New Playbook

The offi ce market faces an expanding inventory of obsolete space – ob-
solete due to design and/or location. And with this expanded obsolete 
inventory comes a higher market-wide vacancy rate. And for those build-
ings with curable obsolescence, comes the need to invest in upgrades 
to compete for the modern tenant. With an estimated 308 million SF of 
Class B or C inventory in the region, the market must invest over $20 bil-
lion in modernization by our estimate. Where do the funds come from? 
Where do the tenants come from to occupy this newly renovated space? 
While Washington is not the only metro market facing this re-invention, 
we think it is time for a new playbook that helps deliver newly reworked 
space at reduced prices at superior locations.

We expect the Washington metro area offi ce market to remain a top per-
forming market in the nation in the intermediate and long run. However, 
in the short run, recovery will be slow, as the market remains uncertain 
due to trends such as densifi cation, the GSA’s “Freeze the Footprint,” 
shorter lease terms, and the effects of sequestration.  We think the two-
year budget deal negotiated by Congressional leaders in December will 
ease spending cuts and provide greater certainty to government con-
tractors regarding future offi ce space needs, and in general represents a 
game-changer for the offi ce market in the intermediate term.

We expect limited demand from the Federal government in the near-
term due to “Freeze the Footprint.” Although the private sector will help 
pick up this slack, demand will be lackluster compared to past recov-
ery cycles as tenants fi gure out how to use less offi ce space per worker. 
Many private sector tenants have the cash on hand to take advantage 
of reduced rents and upgrade to newer space. Many businesses have 
hoarded cash during the past several years due to the recent effects of 
sequestration and uncertain economic climate that has in effect slowed 
new leasing decisions. This demand should be enough to offset tenants 
vacating or downsizing space towards late 2014. Meaningful growth in 
demand likely will not be felt until 2015.

While Washington is not the only metro market facing
this re-invention, we think it is time for a new playbook

that helps deliver newly reworked space at reduced prices
at superior locations.

We project the metro-wide overall vacancy rate will edge down from 
13.4% today to 12.7% at December 2015. Although we expect demand 
to gradually increase over the next two years, we do not believe this de-
mand will be robust enough to lower the vacancy rate signifi cantly until 
2016, as tenants continue to consolidate or vacate space. 

We believe average metro-wide effective rents will likely remain soft dur-
ing 2014 and into 2015, as the vacancy rate remains elevated. We expect 
it will not be until 2016 when the Washington metro area experiences 
meaningful gains in rent. However, better buildings in stronger submar-
kets will likely outperform this metro-wide average. We expect newly-
constructed offi ce buildings to experience rent growth in the near-term 
as the availability of such blocks is dwindling.

As a result, the successful investor and developer will:

1. Invest capital in renovations or upgrade in well located properties 
in order to satisfy the changing nature of how space is used. 

2. Acquire assets at superior locations determined by the growing of-
fi ce demographic which favors access to public transportation and 
24/7 amenities. 

3. Look to improve property performance through leasing enhance-
ments and investment in operating system improvements.

4. Position selectively for the next round of development in mixed-use 
developments at superior locations and/or with tenants in tow.

We expect the Washington metro area offi  ce market to remain 
a top performing market in the nation in the intermediate 

and long run. However, in the short run, recovery will be slow.
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The Washington/Baltimore Regional

FLEX/INDUSTRIAL MARKET

Market Conditions Gain Momentum; Asking Rents and 
Occupancy Up; Construction Starts and Pre-Leasing 
Increase Notably

Last year in TrendLines we stated that when you combine the technologi-
cal and retailing structural shifts with a curing housing market, you have 
the ingredients for a regional “boomlet” in industrial space. That is just 
what we got in 2013. The factors that began to boost performance in 
2012 really materialized in 2013: 

 The Cloud: Data centers that support technological changes as to 
how we compute, access, and store information.

 Retailing: With a higher than average median household income, 
the Washington region in particular is a catalyst for retailers to take 
advantage of online retailing in addition to a bricks-and-mortar 
store. These retailers are storing merchandise in industrial space.  In 
addition, strictly online retailers, like Amazon, are growing and de-
manding more industrial space. 

In 2013, the Washington/Baltimore region experienced healthy mar-
ket conditions driven in part to the cloud and retailing. Net absorption 
was above the 15-year average and the overall vacancy rate declined 
80 basis points during 2013. Interest from single-user tenants has, in 
part, fueled bulk warehouse demand. Landlords increased asking rents 
during 2013, as the amount of available space continues to decline.

National Context

The Washington/Baltimore fl ex/industrial market, at 405 million SF, is the 
11th largest market in the country. Our market’s primary function is re-
gional distribution and accommodation of R&D and low-cost offi ce uses 
in fl ex space.  With the exception of some older product in the Baltimore 
area, there is little manufacturing in this region.

At 8.7%, the Washington/Baltimore region’s overall vacancy rate is just 
above the national rate of 8.0%. The Washington/Baltimore overall
vacancy rate ranks among the middle of the pack among major metro 
areas, with Houston holding the lowest rate at 4.3%.

Rising demand, coupled with fewer large blocks of available 
space, will create tighter market conditions in 2014.  

We expect demand to exceed new supply.

The Baltimore metro area is experiencing stronger conditions than the 
Washington metro area. However, both metro areas are poised to ex-
perience even greater traction during 2014. Rising demand, coupled 
with fewer large blocks of available space, will create tighter mar-
ket conditions in 2014.  We expect demand to exceed new supply. 
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Largest U.S. Flex/Industrial Markets
Selected Metro Areas  |  2013

Source: CoStar, Delta Associates; January 2014.

Flex/Industrial Vacancy Rates
Selected Metro Areas  |  Year-End 2013

Source: CoStar, Delta Associates; January 2014.

2013 Highlights

Net absorption: 4.3 million SF during 2013 – comparable to 2012. 
Sublease space: Decreased by 268,000 SF during 2013. Available sublease space represents just 0.4% of standing inventory.
Overall vacancy rate: 8.7%, down from 9.5% one year ago. 
Direct vacancy rate: 8.3%, down from 9.1% a year ago.
Under construction: 4.7 million SF, up from 1.2 million SF one year ago.
Pre-leased space: 83% of the space under construction is pre-leased, compared to 29% a year ago.
Rents: Up 1.9% during 2013, compared to rising 3.2% during 2012.
Investment sales: $836 million ($66/SF) during 2013, compared to $1.2 billion ($73/SF) during 2012.
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Net Absorption

Flex/industrial net absorption totaled 4.3 million SF in the Washington/
Baltimore region during 2013, the same as during 2012 and above the 
15-year average of 3.8 million SF per annum. 

Bulk warehouse and fl ex/warehouse product each contributed approxi-
mately 2.1 million SF of positive net absorption during 2013. Pre-leased 
deliveries and a handful of notable lease deals helped to boost absorp-
tion. For instance: 

 521 Chelsea Road delivered 692,000 SF fully leased to Kenco 
Corporation in Harford County. 

 RPM Warehousing & Transportation leased 275,000 SF at 8411 
Kelso Drive in the Baltimore County East submarket.

 Barrett Distribution Centers leased 274,000 SF at 7603 Energy 
Parkway in the Glen Burnie/BWI submarket.

 Terminal Corporation leased 158,000 SF at 2400-2410 Broening 
Highway in Baltimore City.

 Digital Realty Trust delivered 153,000 SF at 21551 Beaumeade Circle 
at 100% leased in the Dulles Corridor/Route 28 submarket. 

 Wonder Books leased 114,000 SF at 1550 Tilco Drive in Frederick 
County.

Sublease space decreased by 268,000 SF during 2013, compared to de-
creasing 121,000 SF during 2012. Sublease space represents just 0.4% of 
the standing inventory.

Net absorption of newer space (built after 1987) totaled 3.4 million SF dur-
ing 2013, compared to 2.5 million SF during 2012. For newer space, the 
Washington metro area absorbed 1.7 million SF and the Baltimore metro 
area absorbed 1.7 million SF during 2013. 

Gross Leasing Activity

The most notable deal during 2013 was Amazon pre-leasing 1.2 million 
SF at Keith Avenue and Broening Highway in Baltimore City. Also notable 
was the Clorox Company pre-leasing 946,000 SF at 1467 Perryman Road 
in Harford County, and Sephora Americas pre-leasing 655,000 SF of bulk 
warehouse space at 531 Chelsea Road in Harford County. All three proj-
ects stated construction during 2013 and shed light on leasing activity to 
single users, particularly for newer space, as the Washington/Baltimore 
region’s industrial market heats up.

Flex/Industrial Net Absorption
Washington/Baltimore Region

Source: Delta Associates; January 2014.

Flex/Industrial Inventory & Absorption
Washington/Baltimore Region  |  2013

Type of Space
Inventory at 12/2013 

(Millions of SF)
Net Absorption

2013
SF % SF

Bulk Warehouse 116.4 29% 2,133,000

Flex/Warehouse 259.3 64% 2,124,000

Flex/R&D 29.6 7% 25,000

Total Flex/Industrial 405.3 100% 4,282,000

Source: Delta Associates; January 2014.

Flex/Industrial Inventory & Absorption
Washington/Baltimore Region  |  2013

Inventory at 12/2013 Net Absorption (Th ousands of SF)
(Millions of SF) Direct Space Including Sublet

Metro SF % SF % SF %

Wash  202.3 50% 1,862 43% 2,031 45%

Balt.   203.0 50% 2,420 57% 2,519 55%

Total 405.3 100% 4,282 100% 4,550 100%

Source: Delta Associates; January 2014.
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Flex/Industrial Blocks of Space
Washington/Baltimore Region  |  December 2013

Note: Contiguous blocks of available space. Includes buildings under construction or renovation.
Source: CoStar, Delta Associates; January 2014.

There are 1,093 buildings with contiguous blocks of available space over 
10,000 SF in the Washington/Baltimore region at year-end 2013. This 
compares to 1,100 buildings one year ago. There are 102 buildings with 
blocks of available space over 100,000 SF in the region, compared to 97 
one year ago.  The largest block of space is 860,000 SF of Class C space 
at 2800 Eastern Boulevard in the Baltimore metro area. The largest block 
of space in the Washington metro area is 361,000 SF of new space in a 
bulk warehouse building located at 1811 Cabin Branch Drive in Prince 
George’s County that delivered in the 3rd quarter of 2013.

Vacancy Rate

The region’s overall fl ex/industrial vacancy rate declined to 8.7% at year-
end 2013, from 9.5% one year ago. The Baltimore area’s overall vacancy 
rate is 160 basis points lower than the Washington area’s rate.  The region’s 
direct vacancy rate was 8.3% at December 2013, down from 9.1% one 
year ago. 

Although the overall vacancy rate has declined 80 basis points since year-
end 2012, it remains elevated compared to a cyclical low of 7.3% at year-
end 2000. However, it is quickly nearing this level. 

The region’s overall vacancy rate for newer product (built since 1987) de-
creased to 8.4% at year-end 2013, from 9.6% one year ago. The region’s 
direct vacancy rate for newer product is 8.0% at December 2013, down 
from 9.0% one year ago.

Direct Flex/Industrial Vacancy Rates 
Washington/Baltimore Region for All Space at:

Market
Year-End

2000
Year-End

2005
Year-End

2013
Wash/Balt Region 7.3% 8.9% 8.3%

Wash/Balt Subs. 6.1% 8.9% 8.6%

Balt/Wash Corr. 7.5% 9.1% 9.0%

Wash. Metro Area 6.2% 7.9% 9.0%

Balt. Metro Area 8.4% 9.9% 7.6%

Source: CoStar, Delta Associates; January 2014.
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Construction

The amount of fl ex/industrial space under construction in the region is 
4.7 million SF at year-end 2013, up from 1.2 million SF one year ago. 
Space under construction is 83% pre-leased at December 2013, com-
pared to 29% one year ago. 

Developers started on 4.5 million SF of fl ex/industrial space in the Wash-
ington/Baltimore region during 2013, compared to 1.1 million SF during 
2012. 

Duke Realty Corporation broke ground on the 1.2 million SF project at 
Keith Avenue and Broening Highway in Baltimore City during 2013. This 
project should deliver by 3rd quarter 2014. This project was the larg-
est construction start in the Baltimore metro area during 2013, and will 
contribute about a quarter of demand during the next 12 months in that 
area, as Amazon has leased the entire project. Also, 946,000 SF started 
at 1467 Perryman Road in Harford County. This project is 100% leased to 
the Clorox Company. 

In the Washington metro area, DuPont Fabros broke ground on the 
255,000 SF project at 21625 Gresham Court in the Dulles Corridor sub-
market. This project should deliver by mid-2014.

We expect groundbreakings in select submarkets surrounding data cen-
ter and retailing activity during 2014, particularly for those developers 
armed with capital. Developers have been holding larger developable 
areas for one user, rather than leasing them to several users, a trend we 
expect to continue.

Developers added 2.7 million SF of fl ex/industrial inventory to the mar-
ket during 2013, compared to 1.2 million SF during 2012. Projects came 
on line at 57% pre-leased during 2013, compared to 59% pre-leased on 
projects delivering during 2012. 

Projected Supply and Demand

The regional fl ex/industrial vacancy rate likely will tick down to 8.1% by 
year-end 2014, from 8.7% today. The overall vacancy rate will edge down 
60 basis points, as we project demand to outpace new supply by approxi-

Flex/Industrial Deliveries
Washington/Baltimore Region  |  2013

Metro Area
Millions of SF 

Delivered % Pre-leased
Washington 1.5 52%

Baltimore 1.2 64%

Regional Total 2.7 57%

Source: CoStar, Delta Associates; January 2014.

Flex/Industrial Space Under Construction
Year-End 2012 vs. Year-End 2013  |  (Millions of SF)

At 12/2012 At 12/2013

Metro Area SF U/C
% Pre-
leased SF U/C

% Pre-
leased

Washington 1.0 37% 1.0 51%

Baltimore 0.2 0% 3.7 92%

Regional Total 1.2 29% 4.7 83%

Source: CoStar, Delta Associates; January 2014.

Th e regional fl ex/industrial vacancy rate likely will tick down 
to 8.1% by year-end 2014, from 8.7% today.

mately 1.9 million SF. The restricted pipeline experienced during 2012 
and 2013 will aid in demand surpassing new supply during 2014. De-
mand should gradually accelerate during the next 12 months, causing 
the vacancy rate to decline further.

Asking Rents

Flex/industrial asking rents in the Washington/Baltimore region in-
creased 1.9% during 2013, compared to a 3.2% increase during 2012. 
While rent growth was modest compared to the previous year, each 
property type experienced gains in rent during 2013, with fl ex/ware-
house rents leading the pack.

Flex/industrial rents should experience gains during 2014 as market 
conditions continue to improve. However, growth will be slow despite 
improving market conditions, as tenants gradually recover from the era 
of regional uncertainty produced by the Federal budget debates. We 
expect fl ex/industrial rents to rise 2.5% to 3.5% during 2014. 
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Land sales activity should accelerate during 2014 as market conditions 
improve. However, fi nding developable land is a challenge in select 
submarkets. 

Flex/Industrial Market Outlook: A New Playbook

The fl ex/industrial market is no longer just made up of bulk warehouse 
in Baltimore to distribute manufactured goods and fl ex/R&D in Washing-
ton to accommodate the biomedical industry. That was yesterday. Today 
the industry accommodates “the cloud,” an expanding housing market, 
and just-in-time delivery of retailing. And in so doing, the market has 
been transformed and re-invigorated. To accommodate these changes 
the investment and development community needs a new playbook to 
successfully work the market. 

Market conditions in the Washington/Baltimore area should remain 
healthy in 2014 and beyond. We expect the need for data center space 
to generate additional demand for bulk warehouse space – specifi cally 
around Dulles Airport in Northern Virginia. Defense contractors (among 
others) have been cautious recently with regard to new leasing activity.  
However, as the new two-year budget deal is implemented, some spend-
ing previously subject to sequestration will be restored. This should give 
the region’s industrial market a boost for fl ex/warehouse space. Flex/
warehouse space will also be in demand to accommodate an improv-
ing housing market and modern bricks-and-mortar retailing, whereas 
the online retailers are supporting an expansive bulk distribution market. 

We project overall vacancy will tick down to 8.1% by year-end 2014 as 
demand heats up during 2014. Given these conditions, we believe rents 
will gradually rise, by 2.5% to 3.5% during 2014. We expect solid market 
conditions during 2014 and even greater traction in 2015. 

The successful investor and developer will:

1. Selectively accumulate industrial assets at below replacement cost 
while prices remain lower and while interest rates are relatively low.

2. Invest in repositioning existing, under-performing assets at supe-
rior locations, placing more weight on the modernized fl ex/indus-
trial market demand drivers shaped by online retailing and cloud
computing.

3. Manage assets to perform better through leasing enhancements 
and investment in operating system improvements.

4. Position now for development of new projects in select locations 
during 2014 and 2015.

Asking Rent Change by Product Type
Washington/Baltimore Region  |  2013

Submarket
% Change

December 2012 to December 2013
Bulk Warehouse 1.8%

Flex/Warehouse 2.3%

Flex/R&D 1.4%

Source: CoStar, Delta Associates; January 2014.

Investment Sales

Flex/industrial investment sales volume totaled $836 million ($66/SF) 
in the Washington/Baltimore region during 2013, compared with $1.2 
billion ($73/SF) during 2012.  During the 1st half of 2013, Blackstone 
purchased a 23-property portfolio from First Potomac Realty for $242 
million, which included industrial assets in the Washington/Baltimore 
region. During the 2nd half of 2013 Liberty Property Trust purchased a 
106-property portfolio from Cabot Properties for $1.5 billion. Five of the 
properties are in the Baltimore metro area and contributed $51 million 
to the total sales volume in the Washington/Baltimore region.

We expect investment sales activity to remain strong in 2014 as market 
conditions continue to improve.  We anticipate those with cash will con-
tinue to take advantage of purchasing fl ex/industrial assets in the Wash-
ington/Baltimore market, given its long-term growth prospects and sta-
ble nature.  However, investment sales volume is subject to interest rates 
– will they cooperate by remaining stable during the year?

Land Sales

There were three notable fl ex/industrial land sales during 2013, com-
pared to three notable transactions during 2012. Land sales totaled 
$18.5 million for 78 acres for a price per land SF of $5.44 during 2013. 
Notably, Liberty Property Trust purchased two development sites, total-
ing 36 acres, for $11.5 million. The two sites are located at 7149 Ridge 
Road and 7460-7462 New Ridge Road in the BWI submarket. Liberty 
Property Trust has already started 126,000 SF at 7462 New Ridge Road 
and 117,500 SF at 7460 New Ridge Road. An additional 200,000 SF is 
planned at 7149 Ridge Road.
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The Washington Area

APARTMENT MARKET

Rents and Occupancy Soft en as Deliveries Outpace Surge in 
Absorption; Despite Increased Competition, Long-Term 
Prospects Remain Bright

For two years in TrendLines we have sounded warnings about an out-
sized apartment pipeline that would result in 2013 seeing a downturn in 
rents for the fi rst time in years. In spite of surging absorption, that pigeon 
came home to roost.

And this more competitive landscape will likely continue into 2015 and 
slightly beyond due to a record-setting wave of 28,500 units delivering 
to market over the next 24 months.  

How did 2013 shape up?

 Class A rents declined metro-wide by 3.0% in 2013. However, as a 
testament to the Millennials fueling growth in the District, rents in-
creased in DC.

 The Class A stabilized vacancy rate is 4.7% at year-end, up from De-
cember 2012 when it stood at 4.2%.

 The already out-sized 36-month development pipeline grew to 
the highest level we have ever recorded in the Washington region: 
39,122 units at December 2013, up 3,000 units in the past year.

A bright spot amid these troubling trends is strong Class A absorption
despite weak job growth in the region during 2013.  However, out-sized 
levels of new unit production during 2013, including the 4th quarter, 
will outstrip demand for the next two years. Therefore, a return to robust 
positive metrics, previously predicted for 2016, is now more likely for the 
2017 timeframe.

Where is the good news? We think it lies in two factors:

1. The current condition is a supply problem and not demand-driven. 
This problem will dissipate as the pipeline shrinks.

2. In the long term, the region’s apartment market prospects remain ex-
tremely bright, given lifestyle, economic, and demographic trends. 
These prospects and trends are discussed in detail a bit later.

National Context

Though seventh in population, with an inventory of approximately 
554,000 units, the Washington metro area is the fi fth-largest apartment 
market in the U.S., behind New York, Los Angeles, Chicago, and Houston. 
The Washington metro-wide vacancy rate is 4.9% for all classes of apart-
ment product.  The national rate at year-end 2013 is 4.3%.

Rents

Metro area effective rents for both Class A and Class B apartments de-
creased in 2013 by 1.8%, as rents turned negative for the fi rst time since 
2009. 

Vacancy 

Washington metro area stabilized vacancy for all classes of apartments 
has climbed above the national rate. The vacancy rate for Class A apart-
ments at December 2013 increased to 4.7% from 4.2% at year-end 2012. 
For all classes of apartments, the year-end rate ticked up to 4.9%, from 
4.3% at year-end 2012, due to the deteriorating performance of Class 
B units.
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2013 Highlights

 Stabilized vacancy for investment-grade apartments 
 (Class A and B) rose to 4.9% from 4.3% a year ago. 

 Rents for all investment-grade apartments declined 1.8%  
 during 2013.

  Class A rents declined by 3.0%, compared to an 
  increase of 1.9% posted in 2012.

  Class B rents were unchanged over the year. 

 Annual net absorption, at 6,185 Class A and B apartments
(121% of our long-term average), remained solid in 2013, 
with dis-absorption of Class B units contrasting a 2013 
surge in Class A absorption.  Washington recorded 8,188 
Class A units absorbed, as the trend toward renting vs. own-
ing continued its upward trend in the Washington metro 
area in 2013.  Absorption of Class A units over the next 36 
months will likely be somewhat higher than the region’s 
long-term average of 5,767 units per annum. This projec-
tion is predicated upon the “de-nesting” and “un-coupling” 
of potential renters currently living with parents or room-
mates, and improved job growth and reduced uncertainty 
in the region over the intermediate term. 

 Average monthly absorption of new projects declined in
2013 from 18 in 2012 to 15 units per project per month 
in 2013. This decline in pace is refl ective of the number of 
projects in lease-up growing from 33 projects last year to 
62 projects in 2013,  with even more to come in 2014-15.

 The development pipeline reached a cyclical low of 16,606
as of year-end 2009. Since then, improving market funda-
mentals and fi nancing pushed the pipeline to 34,449 units 
at year-end 2011. At year-end 2013, the number stands 
at 39,122, as production ratcheted up in the latter half of 
2013, with the market continuing to discount the threat of 
overbuilding. A foreboding statistic: Starts edged up in the 
4th quarter, with 3,895 units breaking ground, compared 
with the historical quarterly absorption pace of 1,442 units.

Apartment Vacancy Rates
Major Apartment Markets

1/ The 79 largest apartment markets in the U.S.
* Mid-year 2013 data except for Washington, Baltimore, and Philadelphia which are as of year-end 2013.
Source: REIS Services, LLC, Delta Associates; January 2014.
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Concessions and Lease-Up Pace per Project

Notwithstanding an increase in the number of actively marketing proj-
ects, concessions edged up only slightly for Class A projects overall: 
3.0% at year-end 2013 vs. 2.7% at year-end 2012. The District is the only 
region to register a decline. This barometer of the market may be losing 
some of its usefulness as the share of properties in the region using rent 
optimization software increases and “real-time pricing” without conces-
sions becomes more widespread. Concessions for all Class A properties 
(those fi lling up as well as those replacing turnover) continues to trend 
upward.

The number of projects in lease-up, currently 62, has risen from 33 proj-
ects last year at this time. This more competitive landscape has resulted 
in a slight decline of monthly absorption pace per project from 18 to 15 
units per month over the preceding year. A testament to the underlying 
strength of the market is how slight this decline in absorption has been.

Pipeline

The pipeline of likely deliveries over the next 36 months increased dur-
ing 2013, as the market discounted the substantial supply overhang 
projected through 2016.  As pro-formas become more diffi cult to pencil 
in light of declining rents, we expect the pipeline to shrink to a more 
healthy level in 2014 and 2015.

As fi nancing became available in 2010 following the recent recession, 
the pipeline grew rapidly, with a record-setting construction pace in 
2011. After declining for the fi rst half of 2012, the pipeline held relatively 
steady for 15 months before ticking up at year-end 2013 to a record-
setting level of 39,122 units. The number of units under construction 
climbed to 33,091 units at year-end 2013, another new record for the 
region.

Market Rate Apartment Development Pipeline 
Washington Metro Area

Source: Delta Associates; January 2014.

Concessions for All Class A Properties

Year-End 
2010

Year-End 
2011

Year-End 
2012

Year-End 
2013

No. VA 3.3% 2.3% 2.7% 3.6%

Sub. MD 3.3% 2.9% 2.5% 2.5%

District 4.9% 2.9% 3.6% 2.2%

Metro-Wide 3.5% 2.6% 2.7% 3.0%

Th e pipeline of likely deliveries over the next 36 months ticked 
up at year-end 2013 to a record-setting level of 39,122 units. 

We expect the pipeline to shrink to a more healthy level in 
2014 and 2015.

Share of Planned vs. Under Construction in 36-Month Pipeline

Period % Planned % Under Construction
4Q 2013 16% 84%

3Q 2013 19% 81%

2Q 2013 16% 84%

1Q 2013 18% 82%

4Q 2012 19% 81%

3Q 2012 23% 77%

Source: Delta Associates; January 2014.

Source: Delta Associates; January 2014.
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Deliveries

We project 18,037 units will deliver over the next 12 months, a 69% in-
crease over the 10,671 units delivered in 2013. Deliveries are expected 
to decrease to 10,476 units during 2015. Approximately 82% of these 
expected 2015 deliveries are under construction at year-end 2013. 

Substate Recap

The District’s Class A apartment market is holding up well in light of the 
large slate of deliveries since mid-year 2012. Stabilized vacancy edged 
up only slightly over the year and rents increased, even as an infl ux of 
new product was delivered in the District. Much of the new product 
coming to market over the next 24 months is concentrated in emerg-
ing markets such as Mt. Vernon Triangle, NoMa, H Street, Shaw, and the 
Capitol Riverfront. A surge in demand is powering the District’s positive 
performance, with record-setting absorption nearly keeping pace with 
deliveries. If demand continues to run at twice its long-term average, as 
it is now, the District may have a softer landing than previously predicted.

Northern Virginia’s Class A apartment negative market metrics are re-
fl ective of the region’s strain from more competition. Vacancy is up and 
rents are down for both low-rise and high-rise product, with suburban 
high-rise product fairing better. A bright spot: Class A absorption re-
mains strong and nearly kept pace with deliveries during 2013. How-
ever, as deliveries accelerate in 2014, additional pressure will mount in 
submarkets with elevated levels of deliveries. 

Suburban Maryland’s Class A market continues to have elevated vacan-
cy rates, and rents continued, particularly for suburban, low-rise product. 
Deliveries of Class A product outpaced absorption by over 25% during 
2013. This trend, coupled with construction starts well above the histori-
cal average, will continue to delay the return of more positive metrics 
until 2016-17. 

Growing Demand 

The Washington area’s Class A apartment absorption was 8,188 units 
during 2013 — a 42% increase over the 10-year average. Contributing 
factors to this uptick include:

 Flight to quality by former Class B renters.

 Apartment supply that is no longer constrained. 

 A resumed increase in the share of renter households vs. owners.

Annual Net Apartment Absorption 
Washington Metro Area

Source: Delta Associates; January 2014.
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Source: Delta Associates; January 2014.
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Over the coming quarters, three factors will be necessary for rental de-
mand generation:

 Job growth.

 Demographic shifts:

  The “de-nesting” of 25- to 34-year-olds who are living at home.

  The “un-coupling” of 25- to 34-year-olds who are living together  
 to save money.

 Owner/renter preference shifts: The ratio of renters to owners stays 
the same or increases.

We expect the ratio of renters to owners to continue to edge toward 
renters through this housing cycle. We project “de-nesting” and “un-
coupling” to take place in the 2014 to 2018 period, with improved job 
growth in the region. These trends will produce solid Class A apartment 
absorption. Therefore, we project demand of approximately 7,500 Class 
A units per annum over the next three years, fewer than the 8,188 units 
during 2013, but stronger than the metro region’s 10-year average of 
5,767 units per annum.

Projected Deliveries
Washington Metro Area

Note: Projects currently under construction.
Source: Delta Associates; January 2014.
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We project demand of approximately 7,500 Class A units per 
annum over the next three years, stronger than the metro 

region’s 10-year average of 5,767 units per annum.

Renter Households
Washington Metro Area vs. U.S.

* Through third quarter 2013.
Source: U.S. Census, Delta Associates; January 2014.
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Households Owning Th eir Primary Residence
United States 

Source: American Community Survey, Pew Research Center, Delta Associates; January 2014.
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Long-Term Rental Outlook Extremely Bright 

Demographic and housing trends in the United States and 
locally will power a healthy apartment market over the next fi ve 
years.

A large share of the prime renter demographic of Millennials 
continues to rent rather than own. A study by the Pew Research 
Center notes that nationally Millennial households owning their 
primary residence declined from 40% in 2007 to just 38% in 
2011. The members of this generation total approximately 86.0 
million and will drive a signifi cant share of housing demand in 
the coming years. Millennials, because of lifestyle preferences 
as well as economic realities, are approaching housing and 
locational preferences in different ways than did their predeces-
sors. These choices, valuing walkability, transit access, and more 
urban mixed-use settings, are a good match for apartment 
living. For example, the Pew Research Center found that vehicle 
ownership by those 25 and younger had declined from 73% 
in 2007 to 66% in 2011. These small changes, when magnifi ed 
by the size of this age cohort, point to lifestyle choices that are 
well-positioned to be addressed by urban apartment living.

While living with parents has always been a fallback option for 
the younger generation during tough economic times, the scale 
of potential renters currently foregoing the traditional rental 
market is well beyond any recession and recovery since the 
Great Depression. The share of young adults living in multigen-
erational households at the national level (often meaning with 
mom and dad) rose to 21.6% in 2010. As the economy contin-
ues to recover, this national group of young people represents 
a huge pool of likely future renters, which leads to the next 
bright spot on the horizon.

Due to a confl uence of factors, including the Millennial demo-
graphic bulge and the increased preference to rent rather than 
own following the national housing collapse, there is an ex-
tremely large cohort of renters expected to emerge from 2010 
through 2015 (9.1 million) — nearly three times the increase 
the nation experienced from 2005 to 2010. This pool of renters 
should power a strong national and local rental market over the 
intermediate to long term.

Construction Update

After limited construction in 2009 and 2010 due to tightened credit 
markets and poor property performance metrics, construction came 
roaring back in 2011 with 14,827 units breaking ground — the largest 
number recorded by Delta Associates since our apartment publica-
tion began in 1994. Construction pace plateaued in 2012, with another 
14,838 units breaking ground. Following a relative lull in the fi rst half of 
2013, construction edged upward in the later part of 2013.  3,895 units 
broke ground in the 4th quarter of 2013, for a trailing 12-month total of 
11,971 units. This elevated production level will delay a return to supply/
demand equilibrium for the region until 2016-17.

The opening of the development spigot in 2011 and 2012 has altered 
supply/demand levels in the market with 10,671 units delivering in 2013. 
An additional 18,037 units will come to market during 2014 and approxi-
mately 10,476 units in 2015.

As deliveries continue at elevated levels, market fundamentals will con-
tinue to become more competitive in 2014-15. Close monitoring of the 
overall health of the Washington economy will be important in 2014 and 
2015, as steadily improving job growth and shifting demographics/life-
style are key to producing the absorption necessary to fi ll the large slate 
of projects delivering over the coming quarters.
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Class A Apartment Unit Starts 
Washington Metro Area

Source: Delta Associates; January 2014.

Annual Class A Apartment Unit Deliveries
Washington Metro Area

Source: Delta Associates; January 2014.

Projected Supply and Demand; Rent Outlook

Given the projected delivery schedule of projects currently under con-
struction, we expect the region-wide vacancy rate for stabilized Class A 
apartment properties to edge upward from 4.7% today to 4.8% by year-
end 2016 and a bit higher before then. However, there will be signifi cant 
variance in conditions by submarket.  
 
At the regional level Class A rents will face downward pressure over the 
next 24 months due to the large slate of scheduled deliveries compared 
to projected demand levels. Annual rent growth has turned negative in 
26 of 36 submarkets, as competition increased in 2013. Given a robust 
delivery schedule of new product and unabated construction starts, 
modest rent declines will likely be registered at the regional level for in 
2014 and 2015. Better projects in stronger submarkets will outperform 
these market-wide averages. We expect rental rates to recover to the 
3.0% range by 2017.

Return on Investment

Total return on apartment investment (cash fl ow plus appreciation) in 
the Washington market continues to track below the national average, 
as reported by NCREIF. While this index reports a 12-month total return 
of 6.56%, this measure is signifi cantly off the cyclical peak of 28.64% in 
2010. This breather is to be expected after such a huge run-up earlier 
this cycle in area prices. Washington was early to recover from the 2009 
recession and also is early to peak in investment returns. 
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Modest rent declines will likely be registered at the regional 
level in 2014 and 2015. Better projects in stronger submarkets 
will outperform these market averages. We expect rental rates 

to recover to the 3.0% range by 2017.
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Washington Investment Sales 

2012 saw Class A multifamily sales activity of $1.41 billion (eight low-rise 
properties and eight mid-/high-rise properties). The average per unit 
price for 2012 sales was $200,000 for low-rise units and $393,000 for 
high-rises.  

Through November of 2013, we noted $1.57 billion of multifamily Class 
A building transaction volume, eclipsing all of 2012. These sales include 
18 low-rise and four high-rise properties plus the Archstone sale. Low-
rise average price per unit was up 17.2% over 2012 levels (at $234,582) 
and high-rise prices were up 19.7% (at $470,989). 

There was a noticeable shift in the mix of transactions from 2012 to 2013. 
In 2012, there was an even mix of garden and mid-/high-rise transac-
tions, but in 2013 the balance shifted toward garden product. Of major 
note in the Washington region in 2013 is the break-up and sale of stal-
wart developer and operator Archstone to AvalonBay and Equity Resi-
dential. This transaction, covering 138 existing properties nationally and 
development sites throughout the region, closed in February 2013.

It is our sense, and those of our 2013 Delta Associates Market Maker 
Survey participants, that cap rates nudged up only slightly during 2013, 
as market conditions became more competitive amid increased supply 
and job growth was more muted in the region. Despite this up-tick in cap 
rates, our survey indicates that apartments have and will remain in favor 
as an asset class. 

Demand and Supply Projections 
Washington Metro Class A Apartment Market  |  Dec. 2013– Dec. 2016

Source: Delta Associates; January 2014.

Class A Apartment Vacancy Rate
Washington Metro Area

Source: Delta Associates; January 2014.
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Apartment Market Outlook: A New Playbook

With an out-sized pipeline, the market just does not need vanilla product 
at any location. This is the time to put on your best game face, pull out 
the new playbook, and run your best offense. 

We fi nd that our more successful developer clients are competing with 
superior/well-designed and targeted product, in stronger submarkets 
with more limited pipeline, and with best-in-class management and mar-
keting. 

Specifi cally, they are doing the following:

1. Investing in repositioning existing underperforming assets, with 
particular attention paid to the demographic segments that will 
likely be attracted to the property based on location, product 
type, and unit mix.

2. Positioning to take advantage of the long-term prospects for 
apartment living in the region. While near-term conditions may 
be competitive, demographic trends paint a bright future for the 
apartment marketplace.

 Tens of thousands of prospective renters in the Millennial 
cohort will continue to join the workforce over the coming 
decade and demand fl exible housing arrangements that 
apartments provide.

 Those in the Millennial cohort currently doubling up or living with 
parents will eventually “age out” (or be nudged out) and look for 
their own places, further enhancing demand over the long term.

3. Innovating with new features and community amenities, including:

 Pet-centric amenities such as pet care centers, dog-walking
areas, etc.

 Interactive media stations in club rooms and electronic con-
cierge notifi cation systems.

 Built-in audio systems and fl exible furniture, such as moveable 
kitchen islands, to maximize small unit spaces.

 Bike storage and bike- and car-sharing infrastructure, especially 
near Metro.

 Outdoor spaces, including movie screens, screened-in porches 
or fi replaces that expand the living space of the property and 
extend the summer “outdoor” season.

 Units uniquely targeted to roommate shares.

National Council of Real Estate Investment Fiduciaries
Return Index: 12 Months Ending September 20131

Investment-Grade Apartment Properties

Metro Area 12-Month Total Return1    
Houston 12.81%

Dallas 12.87%

Chicago 12.28%

Austin 11.35%

Atlanta 11.48%

National Average 10.77%

Phoenix 8.70%

Baltimore 8.38%

Washington 6.56%

1 NCREIF compiles return based on its members’ $70 billion apartment portfolios.  The index includes 
 both current income and capital appreciation returns.

Source: Delta Associates, based on data in NCREIF’s 3rd Quarter 2013 Real Estate Performance Report.

Annual Class A Apartment Rent Growth
Washington Metro Area

Source: Delta Associates; January 2014.
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A Word About Our Defi nition of Vacancy Rate

We sometimes hear from apartment developers and managers 
that their portfolio vacancy rate is 200 to 400 basis points higher 
than the numbers we report, which places them under unfair in-
vestor scrutiny. We thought it appropriate to describe here our 
term “vacancy.”

When we conduct our quarterly surveys, we obtain information 
on “units available to lease” – that is, physical vacancy. Obtain-
ing the information this way, of course, may produce several im-
portant differences from “vacancy” as reported in your fi nancial 
statements. Simply stated, the difference can be characterized as:

Delta’s Defi nition: Available units to lease
Operating Statement Vacancy: Economic vacancy

Our defi nition (available units) may therefore be understated 
compared to yours (economically vacant) by our exclusion of 
units occupied by non-paying tenants (which we cannot know), 
and of units not available for lease, such as employee units 
and model apartments. We estimate that this adds about 100 
to 150 basis points to your defi nition of vacancy, as compared 
with ours. Our vacancy rate may also be understated, compared 
with yours, by our exclusion of what are economically vacant, on-
notice units for which a lease to occupy in the future has been 
signed (hence, they are not currently available to lease). We es-
timate that this potentially adds another 150 to 200 basis points 
to your defi nition of vacancy, as compared to ours.

4. Going for Metro-oriented, urban locations, and place-making that 
appeals to those renters who demand to be near their place of 
work and near the action, and appeals to the increasing number 
of tenants who choose not to own a car.
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The Washington Area

CONDOMINIUM MARKET

Strong Market Conditions Feature Robust Price Growth Fueled 
By Continued Product Shortage

Last year in TrendLines we forecasted a product shortage for an extend-
ed period with resulting upward price movement.  That is precisely what 
we got in 2013. The Washington condo market gained momentum, with 
prices increasing at the fastest rate in eight years.  While we might char-
acterize the condo market as experiencing a “boomlet,” market condi-
tions are very different now compared to eight years ago in 2005:

 In 2005 there were 13,351 net sales, the highest annual total ever re-
corded. It was the peak of the housing boom. Many of those contract 
sales, however, were pre-construction sales that eventually cancelled 
when those units delivered. In 2013, by way of contrast, there have 
been 1,907 net sales, with most of these sales occurring in buildings 
that are already delivered or close to being completed.

 The pipeline at the end of 2005: 20,357 unsold new units that were 
either actively marketing or under construction. At the end of 2013, 
there are just 3,308 unsold units in the development pipeline. 

 There were 36 months of supply in the metro area at the end of 
2005, whereas at the end of 2013 there are just 9.5 months of supply 
on the market at the current rate of sales.

 Project scale: In 2005, when several large-scale apartment buildings 
were switching or converting to condos, the average number of units 
in a condo project was 93. To better manage risk and a decline in 
average sales per month, today that number is 41 units.

 Mortgage interest rates were much different eight years ago. Ac-
cording to Freddie Mac, a 30-year fi xed-rate mortgage averaged 
6.3% at the end of 2005. At the time of this writing, interest rates av-
erage 4.3%, a 200 basis-point difference. However, down payments 
were lower then, and qualifi cations easier – contributing to sales that 
never settled or, for those that did, ultimately contributing to the 
mortgage crisis.   

 Construction fi nancing for condominium development is much 
more diffi cult to obtain today than in 2005. This trend has contrib-
uted to the product shortage we have today.

New Condominiums Actively Marketing Or Under Construction
Washington Metro Area

Source: Delta Associates; January 2014.
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Eff ective New Condo Sales Price Change
Washington Metro Area

Source: Delta Associates; January 2014.

Largest U.S. Condominium Markets
Select Metro Areas  |  Year-End 2013

Note:  Estimated.
Source: U.S. Census, Delta Associates; January 2014.
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National Context

The Washington metro area, the seventh-largest in population, is the fi fth-
largest condominium market in the nation, with approximately 124,000 
units.  Only the nation’s three largest cities (New York, Los Angeles, and 
Chicago), and the popular second-home location of South Florida, have 
a larger inventory of condominiums than the Washington metro area.

2013 Highlights

Sales Volume: New unit sales volume (defi ned as net binding 
contracts written with security deposits up) 
totaled 1,907 for the year. Th is compares to 
2,089 new unit sales in 2012. 

Prices: New unit prices increased by 5.7% metro-wide 
in 2013.  Condominium resale prices increased 
8.6% over the year.

Concessions: Metro-wide concessions average 2.3% of asking 
price as of year-end 2013. 

Pipeline: Th ere are currently 3,308 unsold new condomi-
nium units that are either actively marketing or 
under construction (and yet to begin marketing) 
in the metro area.  As a result, there now is only 
9.5 months of condominium inventory on the 
market. 

Sales Pace:  Projects that have sold out since 2012 have aver-
aged 2.6 sales per month.  Projects introduced to 
the market during 2013 have sold at an average 
of 3.3 sales per month – evidence that newer 
projects have more appeal.
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Sales Activity

Net sales in 2013 are down 8.7% from 2012, although they are up by 
9.8% in the District – a testament to the shift in market trends to urban 
living. Central DC led the way with a marked increase in sales activity 
from 2012 – mainly due to the introduction of new projects such as City-
CenterDC. See below how the submarkets stack up compared to 2012. 
It should be noted, however, that some of the declines shown are a result 
of product shortage and not market trends: 

 Central DC: up 164%

 Mideast DC: up 15%

 Upper NW DC: down 21%

 Capitol East DC: down 65%

 Arlington/Alexandria: down 40%

 Fairfax/Falls Church: down 49%

 Loudoun/Prince William: up 42%

 Montgomery: down 8%

 Prince George’s: down 76%

The Loudoun/Prince William counties submarket continues to lead the 
metro area in new condo sales activity, with mostly 2-over-2 develop-
ment, followed by Arlington/Alexandria. In 2013 in Suburban Maryland, 
Montgomery County has lead in sales activity. In the District, Mideast DC 
leads in sales activity, followed closely by Central DC. During the con-
do boom years in the middle of the last decade, the majority of condo 
sales in the District occurred in Central DC, but the conversion of sev-
eral smaller buildings in Mideast DC and the shutdown of new supply in 
Central DC caused Mideast DC to overtake Central DC in sales activity 
starting in 2011.  

Resale activity in the 12-month period ending November 2013 is up 
18.7% from 2012 and is at its highest level since 2006. Since there is a 
shortage of new product on the market, newer resales are often the go-
to product of choice, hence the increase recorded in every jurisdiction.  

Net New Unit Sales by Submarket
2013

Condominium Submarket # of Units Sold1

Loudoun/Prince William 672

Montgomery 295

Arlington/Alexandria 270

Mideast DC 234

Central DC 201

Fairfax/Falls Church 124

Capitol East DC 56

Prince George's 32

Upper NW DC 23

Wash. Metro Total 1,907

1 Net new unit sales by submarket.
Source: Delta Associates; January 2014.

Sales volume is up 9.8% in the District – a testament to the 
shift  in market trends to urban living.

Sales Compared to Remaining Inventory
Year-End 2013

Condominium Submarket Q4 Sales/Remaining Inventory
Central DC 20 / 198

Mideast DC 113 / 512

Upper NW DC 16 / 24

Capitol East DC 12 / 220

Arlington/Alexandria 42 / 470

Fairfax/Falls Church 18 / 575

Loudoun/Prince William 154 / 917

Montgomery 65 / 180

Prince George's 8 / 132

Source: Delta Associates; January 2014.

All jurisdictions have seen increases, but Arlington has led the metro area 
in the growth of resale activity – resales in the county are up by 44.2% 
from 2012. Metro-wide, there were 14,124 resales in the 12 months end-
ing November 2013.
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Prices

The average effective price per square foot for “same-store” new condo 
sales in the metro area in 2013 rose by 5.7%, the strongest annual price 
growth since 2005. Prices rose in all three sub-state areas, but double-
digit increases were registered in Prince George’s County (15.5%), Mid-
east DC (14.5%), and Arlington/Alexandria (10.3%).

The increases in Prince George’s County are due to a low basis a year 
ago, whereas the increases in Mideast DC and Arlington/Alexandria are 
a testament to lifestyle shifts to urban living.

The region’s highest effective prices per square foot are found in Upper 
NW DC, whereas the lowest are in Loudoun/Prince William. The product 
currently selling in Upper NW DC is in luxury buildings while in Loudoun/
Prince William, the majority of inventory on the market is TH-style condo 
developments. 

The fraction of available inventory that is “fresh” (built within the past two 
years) continues to rise. As the inventory of fresh units increases as a frac-
tion of total units available, prices rise more sharply because more desir-
able units are better equipped to dilute the effect of dog units (those that 
face the dumpster or have poor fl oor plans). 

So in the past two years, as fresh product made up more than 60% of the 
selling inventory, we have seen new condo prices rise after six years of 
decline when markets were in turmoil or a high fraction of stale product 
was on the market. We expect prices to continue to rise in the 4% to 6% 
range for new condo product in the next three years.

Resale prices are also on the rise.  As of November 2013, resale condo 
prices were up 8.6% metro-wide from a year earlier, while single-family 
resale home prices rose by 5.9% during the same time period. Prince 
William County and Prince George’s County had the greatest gains in 
prices – 25.1% and 23.5%, respectively.

We expect prices to continue to rise in the 4% to 6% range for 
new condo product in the next three years.

New Condominium Prices Per SF*
Washington Metro Area  |  Year-End 2013

* Refl ects prices of condo projects currently selling, so averages should not be compared from quarter 
   to quarter since locations of projects change each quarter. 
Source: Delta Associates; January 2014.

Newer Condo Units* as a Percent of Total Inventory and 12-Month 
Price Change 
Washington Metro Area

* Defi ned as units two years old or less.
Source: Delta Associates; January 2014.
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New Condominium Price Change
2013

Substate Area Eff ective Price Change
District of Columbia 8.4%

Northern Virginia 5.3%

Suburban Maryland 5.8%

Wash. Metro Average 5.7%

Note: "Same store" sales.
Source: Delta Associates; January 2014.

Concessions 

Concession rates have increased by 70 basis points metro-wide since 
year-end 2012. Concessions are lowest in most of the District where they 
are below 1% and highest in Prince George’s County at 4.8% of asking 
price.

Pipeline

The number of unsold units in projects currently marketing or under 
construction (and not yet marketing) is 3,308 units at year-end 2013, up 
about 1,000 units from a year ago.  After reaching the lowest number of 
units on the market in a decade in September 2013, the actively market-
ing pipeline has begun to rise. This is a healthy trend, as there is a chronic 
need for new product to serve the needs of an expanding market. 

In addition, there are 1,853 units that are planned to start sales within the 
next 36 months.  On top of that, about 7,400 units are in the longer-term 
condo pipeline and another 53,900 multifamily units in various stages of 
planning that can either be built as rental apartments or condos.  

Over the past couple of years, “fresh” inventory has helped replenish the 
market, which had a disproportionate share of stale inventory. Recently, 
the older product has been removed from the market at a faster rate 
than new product has been introduced, so as a result the percentage of 
“fresh units” has increased. At the end of 2013, over 70% of the units on 
the market have been there for two years or less, up from 68% a year ago. 

The inventory-to-sales ratio (months of supply at current rates of sale) 
metro-wide is currently 9.5 months.  The ratio did not changed through-
out 2013, but is expected to rise slightly in 2014. Central DC and Up-
per NW DC in the District have six months or less of inventory available. 
Prince George’s County currently has the highest inventory-to-sales ratio 
– 49.6 months of inventory. We have found over the years that a healthy 
ratio is between 12 to 24 months of supply – that is the ratio when prices 
tend to move up gradually if the ratio of “fresh” product is above 65%. 

Most of the District remains supply-constrained over the short run; how-
ever, over the next 36 months, supply and demand are estimated to be 
in balance, while shortages are expected in the suburbs. We estimate 
that over 1,500 units will come to market during the next 36 months after 
taking into account attrition. 

Median Condominium Re-Sale Prices
Percent Change in 2012 and 12 Months Ending November 2013

Median Price Change
Substate Area 2012 11/12 - 11/13
District of Columbia 5.0% 7.2%

Northern Virginia 7.0% 8.3%

Suburban Maryland 12.4% 10.3%

Wash. Metro Average 8.7% 8.6%

Source: Delta Associates; January 2014.

Concessions as a Percent of Average Sales Price by Substate Area
Year-End 2012 and Year-End 2013

% of Sales Price
Substate Area YE 2012 YE 2013
District of Columbia 0.3% 0.8%

Northern Virginia 2.2% 2.5%

Suburban Maryland 1.8% 3.2%

Wash. Metro Average 1.7% 2.4%

Source: Delta Associates; January 2014.
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Resale Condo Sales Price Change
Washington Metro Area

* 12 months ending November.
Source: Delta Associates; January 2014.

Condos Actively Marketing or Under Construction
Washington Metro Area

Source: Delta Associates; January 2014.
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Condo Demand and Supply Projections
Washington Metro Area  |  Year-End 2013 – Year-End 2016

Source: Delta Associates; January 2014.
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Supply1

Planned and may begin 
marketing by 12/16: 1,281 
units

Under construction and/or 
marketing: 3,308 units2

Total = 4,589 units

1Probable supply after projected 
attrition

2Includes unsold units at projects 
selling.

Demand

Net Sales:
2,200/Year = 6,600 units
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Active resale listings as of November 2013 are up to 2,380 units, an in-
crease of 45% from what they were at the end of 2012. Despite the large 
percentage increase in active listings, there are only two months of re-

sale inventory on the market.

Condominium Starts and Deliveries

Approximately 1,477 condo units in 29 projects started construction 
in 2013 – the highest annual total since the middle of the last decade. 
About 46% of the units are located in the District, 45% in Northern Vir-
ginia, and the remaining 9% in Suburban Maryland. We estimate that 
1,875 units will start construction in 2014.

These totals do not include conversions or switches that have not been 
announced yet, so there is the potential that the number of starts in 2014 
could rise further. The phenomenon of conversions and switches was 
more prevalent in the previous cycle, but the mere size of the apartment 
projects in the near-term pipeline precludes most of them from switch-
ing to condo since most condo deals that are being done these days are 
smaller projects. However, there are at least 19 apartment projects cur-
rently under construction under 150 units that are potential candidates 
for switching to condo. Most of these projects are located in the District 
and Montgomery County. There are also limited opportunities to convert 
newer Class A apartment buildings of medium size, but most conversion 
activity so far in this cycle has come in the form of older boutique buildings.

In 2013, 1,803 condo units delivered in the metro area – fewer than de-
livered in 2012. The number of deliveries has consistently been below 
the normalized annual sales range of 2,300 to 3,300 units since 2009, 
after the development pipeline was shut off due to the credit crisis. The 
number of deliveries in 2014 is expected to decline to 1,409 units; how-
ever, this number could increase if any of the smaller apartment projects 
currently under construction switch to condos.

Sales Pace 

Approximately 788 new units began selling in 2013, about 31% less 
than in 2012.  Out of the total new market entrants, 43% of those units 
have been sold – the same percentage of new market entrants that sold 
in 2012. Projects that sold out since 2012 have averaged 2.6 sales per 
month whereas those that started selling in 2013 have sold 3.3 units per 
month. We view this pattern of sales pace as an indicator of the popular-
ity of fresh, more up-to-date product.

Resale Condo Active Listings Trend
Washington Metro Area

* As of November 2013.
Source: Delta Associates; January 2014.
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Condominium Market Outlook:  A New Playbook

The Washington metro area currently has a shortage of new condo 
product and this shortage is likely to persist for a few years as condo 
conversions are not likely to play a signifi cant role in this cycle like they 
did in the last. Unlike the previous cycle when many apartment projects 
converted to condos or “switched” midway through construction to be-
come condos in order to satisfy demand, this time around the inven-
tory of apartment product is ill-suited to conversion because of project 
scale – sponsors and fi nancial markets do not have the appetite to work 
through such large and therefore long sell-out programs.  There are 
some newer 80 to 150-unit Class A apartment buildings that could be 
candidates for conversion. We have identifi ed at least 19 projects under 
construction totaling 1,948 units that could “switch” to condo. Conse-
quently, the eventual ramp-up of new condo supply will be largely built 
from scratch, taking a longer period of time, supplemented with smaller 
conversions of older apartment buildings, mostly inside the Beltway. It 
will take longer to replenish the condo supply in this cycle since it takes 
more time to build a new condo project from scratch or renovate an old-
er building for conversion than it does to convert newer apartment proj-
ects or “switch” buildings to condos as was done in the previous cycle.

We anticipate prices to continue their upward movement in the 4% 
to 6% range per year in the Washington metro area over the next 36 
months, as the actively marketing inventory remains constrained. 

We estimate sales for 2014 to be in the 1,800 to 2,200-unit range.  

Critical to successful condominium development in the period ahead is:

 Excellent design with state-of-the-art features.

 Best-in-class marketing.

 Customer targeting.

 Thoughtful place-making – integrating new product into existing
neighborhoods (or creating new mixed-use projects) that afford
residents the luxury of nearby shopping, particularly for daily neces-
sities and groceries. 

 Selection of superior locations with good supply/demand 
fundamentals.

Months of Inventory by Sub-State Area
Year-End 2012 and Year-End 2013

Months of Inventory
Substate Area YE 2012 YE 2013
District of Columbia 4.8 6.6

Northern Virginia 14.4 10.6

Suburban Maryland 38.4 10.5

Wash. Metro Average 15.6 9.5

Source: Delta Associates; January 2014.

Current Inventory-to-Sales Ratio
Year-End 2013

Condominium Submarket Months of Inventory1

Central DC 4.2 - 11.9

Upper NW DC 4.2 - 12.5

Montgomery 6.2 - 7.3

Fairfax/Falls Church 6.2 - 55.7

Loudoun/Prince William 7.6 - 16.4

Capitol East DC 8.4 - 47.2

Mideast DC 8.5 - 26.9

Wash. Metro Average 9.5 - 20.8

Arlington/Alexandria 20.3 - 20.9

Prince George's 49.6

Note: Calculated by dividing actively marketing inventory by sales during the past 12 months.
1 The lower end of the ratio range only counts selling inventory while the upper end of the range also 
 includes units U/C and/or pre-marketing.
Source: Delta Associates; January 2014.
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Select Condominium Projects that Started Construction in 2013

Name of Project Submarket # of Units
Th e Mission Central DC 51

460 New York Avenue Central DC 63

1801 16th Street Mideast DC 84

Ontario 17 Mideast DC 80

Jeff erson Condos Mideast DC 39

Th e Morgan Mideast DC 37

1827 Adams Mill Road Mideast DC 33

2424 17th Street Mideast DC 38

2920 Georgia Avenue Mideast DC 26

Th e Centrie Mideast DC 20

2914 Sherman Avenue Mideast DC 20

Th e Maryland Cap East DC 84

17Solar Cap East DC 26

Edmonds School Cap East DC 25

Old Town Commons - Phase II Arl/Alex 32

Th e Flats at MetroWest Ffx/FC 133

Villas at East Gate Ffx/FC 66

Cherry Hill Crossing Lou/PrWm 240

Heathcote Commons Lou/PrWm 132

Falls Grove Lou/PrWm 110

Greenbelt Station Pr George's 130

Source: Delta Associates; January 2014.

Apartment Units Under Construction that are Candidates for 
Switching to Condos
Year-End 2013

Substate Area Units
District of Columbia 914

Northern Virginia 374

Suburban Maryland 660

Wash. Metro Total 1,948

Source: Delta Associates; January 2014.
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The Washington Area

RETAIL MARKET

Healthy Retail Market Conditions In 2013; Outlook Bright 

Last year in TrendLines, we projected the Washington metro area retail 
market would continue its expansion in 2013 with a nation-pacing low 
vacancy rate and rents climbing 2.0% to 3.0%.  We got this right thanks 
to a small development pipeline and the highest household income in 
the nation. Retail continues to be the darling of asset types in the region 
and is among the strongest performing retail markets in the nation. Have 
a look:

 Overall vacancy for all types of shopping centers declined to 4.9% at 
year-end 2013 – lowest in the nation, along with San Francisco, from 
5.0% at year-end 2012. This compares to a national vacancy rate of 
8.6%. And grocery-anchored center vacancy in the region declined 
20 basis points to 4.7%.

 In-line store rents at grocery-anchored centers increased 2.2% dur-
ing 2013, compared to 1.2% during 2012. 

 Investment sales of grocery-anchored centers remained strong – 
$540 million during 2012, compared to $476 during 2012. 

 The region has 2.9 million SF of grocery-anchored development un-
derway at year-end 2013 – insuffi cient to keep pace with demand.

 In our 2013 year-end Market Maker survey, grocery-anchored shop-
ping centers scored the second-highest of all property types on the 
investment worthiness scale. And the average cap rate dropped 25 
basis points in 2013 to 6.14%.

We expect the Washington metro area retail market to continue its ex-
pansion during 2014. We expect the Core and Inner Ring submarkets 
to rebound at a faster clip, compared to the Outer Ring submarkets, as 
close-in centers have been able to keep and lure quality tenants more 
effectively. As the population in the Core grows, we expect retail devel-
opers to focus on urban infi ll locations to fi t all types of retailers.

National Context

The Washington metro area has the lowest shopping center vacancy 
rate, along with San Francisco, among large metro areas at year-end 
2013. Overall vacancy for all types of shopping centers was 4.9% in the 
Washington metro area at year-end 2013, down from 5.0% one year ago. 
This compares favorably to the national average of 8.6% at December 
2013.

Th e region has 2.9 million SF of grocery-anchored
development underway at year-end 2013 – insuffi  cient

to keep pace with demand.

Th e Washington metro area has the lowest shopping center 
vacancy rate, along with San Francisco, among large metro 

areas at year-end 2013.
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Retail Market Conditions

The Washington metro area has over 136 million SF of shopping cen-
ter retail space, inclusive of all types of retail, in over 1,200 shopping 
centers. The metro area has 27.9 SF of shopping center retail space per 
capita as of year-end 2013, compared to the national average of 23.3. 
Although Northern Virginia and Suburban Maryland are above the na-
tional average and Washington metro average, the District remains 
underserved at just 8.1 SF of shopping center retail space per capita. 
However, the District is in store for a striking makeover: there are seven 
grocery-anchored projects with a combined 969,000 SF of retail space 
currently under construction in the District.

Grocery-Anchored Shopping Center Market Conditions

Given the demand for groceries at all points of the economic cycle, 
grocery-anchored shopping centers maintain the greatest stability com-
pared to other retail property types. Therefore, the analysis that follows 
is focused on grocery-anchored shopping centers. Of the total retail in-
ventory in the Washington metro area, 56.6 million SF is located in 316 
grocery-anchored shopping centers, which is just over 40% of the total 
shopping center retail inventory in the metro area.  

Average Household Income

Jurisdiction
2000

(Actual)
2012
(Est.)

2017
(Proj.)

Washington Metro Area $80,600 $108,400 $124,000

U.S. $56,600 $68,200 $77,100

Source: ESRI, Delta Associates; January 2014.

Shopping Center Vacancy – All Types
Select Metro Areas  |  Year-End 2013

Note: Includes shopping centers of all types.
Source: CoStar, Delta Associates; January 2014.
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Shopping center retail maintains a relatively low vacancy rate in the re-
gion because of:

 Steady population growth

 High incomes

 Low pipeline of new product development

Incomes in the Washington metro area grew by 34% from 2000 to 2012, 
compared to just 20% nationally. By 2017, the Washington metro area’s 
average household income is projected to rise 14%, compared to a rise 
of 13% nationally. The elevated household incomes in the Washington 
area yield increased discretionary spending and support demand for re-
tail goods and space.

Shopping Center Space per Capita
Washington Metro Area  |  Year-End 2013

Source: CoStar, ESRI, U.S. Census, Delta Associates; January 2014.
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We perform an annual year-end survey of over 300 Washington area gro-
cery-anchored shopping centers, and tabulate vacancy and rent data.  
The accompanying charts summarize trends from 1999-2013.

The metro-wide vacancy rate for grocery-anchored shopping centers 
edged down to 4.7% at year-end 2013, from 4.9% at year-end 2012. 
The vacancy rate in Suburban Maryland rose slightly to 4.6% at year-end 
2013, from 4.5% one year ago. Northern Virginia vacancy was 4.9% at 
year-end 2013, down from 5.3% one year ago. Despite Suburban Mary-
land’s slight uptick in vacancy rates, both Suburban Maryland and North-
ern Virginia have shown considerable improvement in vacancy since the 
peak of the 2008 recession.

Vacancy rates for Core (DC, Arlington, Alexandria) shopping centers 
dropped 80 basis points over the past year, as demand increased for 
closer-in and newer centers due to tenants trading up in quality. Vacancy 
rates within the Inner Ring (Fairfax, Montgomery, and Prince George’s) 
showed no change since year-end 2012. Both the Core and Inner Ring 
submarkets hold vacancy rate averages that are under the Washington 
metro area vacancy rate of 4.7% at year-end 2013. This compares to the 
Outer Ring (Loudoun, Prince William) experiencing a 40 basis point de-
cline in vacancy to 6.9%.

Grocers, discounters, gyms, restaurants, and household goods stores 
have been actively signing deals in the Washington metro area during 
2013. 

Rental rates at grocery-anchored centers increased 2.2% in 2013, af-
ter rising 1.4% in 2012. Metro-wide average in-line tenant rents were 
$32.76/SF at year-end 2013, compared to $32.04/SF at year-end 2012. 
Suburban Maryland rents rose 4.7% from year-end 2012 whereas North-
ern Virginia rents rose 1.0%. The strong rise in Suburban Maryland rent is 
primarily due to healthy rent gains in Montgomery County.

Despite the largest drop in vacancy of the three subsets of the Washing-
ton metro area, Core submarkets experienced just a 2.6% rise in asking 
rents during 2013. This area has limited availability, with just 154,000 SF 
of available space on the market, though that amount is likely to rise 
signifi cantly as projects currently in the pipeline move nearer to delivery. 
The Inner Ring experienced brisk rent growth of 4.5% during 2013, while 
rents grew at a more subdued 2.1% in the Outer Ring. The Inner Ring 
has the most available space, at 1.6 million SF, while the outer ring has 
932,000 SF of space available.

Grocery-Anchored Shopping Center Scale
Washington Metro Area  |  2013

Note: Estimate; in millions of SF.
Source: CoStar, Delta Associates; January 2014.

Grocery-Anchored Shopping Center Vacancy Rates
Washington Metro Area

Source: Delta Associates; January 2014.
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New Development

There are 15 notable grocery-anchored shopping centers, totaling 2.9 
million SF, under construction or renovation in the metro area at year-
end 2013, and many more are in planning stages. This compares to 10 
projects totaling 2.5 million SF at year-end 2012. A handful of notable 
projects are under development:

 CityCenterDC: Hines Interests began leasing upscale apartments in 
September for its mixed-use project at the District’s former conven-
tion center site three blocks from the Chinatown Metro stop. The 
enormous site bordered by New York Ave, 9th Street NW, H Street 
NW, and 11th Street NW, will be completed in three phases featuring 
two 11-story offi ce buildings, two 11-story apartment buildings, and 
two 11-story condo buildings to go along with 295,000 SF of retail 
space, including a grocery store.  

 Eden Center: Construction crews broke ground in August on a Good 
Fortune supermarket in Falls Church’s Eden Center, soon to be the 
largest international grocery store in Northern Virginia. Eden Center 
already includes 120 restaurants, cafes, and shops catering to the 
area’s Vietnamese community. The Good Fortune in Falls Church is 
the franchise’s fi rst location outside New York or New Jersey. 

 Fort Totten Square: Set to be delivered in late 2014, Fort Totten 
Square is another mixed-use apartment/Walmart development that 
includes 350 apartments and a condensed, urbanized Walmart with 
full grocery. The Walmart at this location spans nearly 120,000 SF, 
and developer JBG is building another 10,000 SF of retail on site. 
The project is located a short walk from the Fort Totten Metro station.

Grocery-Anchored Shopping Center Vacancy Rates 
Washington Metro Area

Jurisdiction 2013 2012
Core 3.5% 4.3%

Inner Ring 4.1% 4.1%

Outer Ring 6.9% 7.3%

Washington Metro 4.7% 4.9%

Core = DC, Arlington, Alexandria
Inner Ring = Fairfax, Montgomery, Prince George’s
Outer Ring = Loudoun, Prince William
Source: Delta Associates; January 2014.

Grocery-Anchored Shopping Center Asking Rents
Washington Metro Area

Source: Delta Associates; January 2014.
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Grocery-Anchored Shopping Center Asking Rents
Washington Metro Area

Jurisdiction 2013
% Change 

During 2013
Core $43.40 2.6%

Inner Ring $33.97 4.5%

Outer Ring $27.55 2.1%

Washington Metro $32.76  2.2%

Core = DC, Arlington, Alexandria
Inner Ring = Fairfax, Montgomery, Prince George’s
Outer Ring = Loudoun, Prince William
Source: Delta Associates; January 2014.
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Notable Grocery-Anchored Shopping Centers Under Construction or Renovation
Washington Metro Area  |  December 2013

Shopping Center Jurisdiction RBA Anchor
Dulles Landing Loudoun 600,000 Walmart

Towne Centre Laurel Prince George’s 400,000 Harris Teeter

CityCenterDC District 325,000 TBD

Downtown Crown Montgomery 260,000 Harris Teeter

Hilltop Village Center Fairfax 250,000 Wegmans

University Mall Fairfax 140,000 Giant

Fort Totten Square District 130,000 Walmart

Cathedral Commons District 128,000 Giant

Dunn Loring Metro Fairfax 125,000 Harris Teeter

Clarksburg Village Center Montgomery 109,000 Harris Teeter

5929 Georgia Avenue District 105,000 Walmart

CityMarket at O Street District 88,000 Giant

Th e Yards District 88,000 Harris Teeter

One Loudoun – Phase 1 Loudoun 62,000 Fresh Market

Th e Exchange at 
Wheaton Station

Montgomery 58,000 Safeway

Total: 2,868,000

Source: Washington Business Journal, CoStar, Washington Post, Delta Associates; January 2014.

There are additional grocery-anchored shopping centers in the planning 
stages that are not included in the adjacent table, some of which may 
deliver in 2014/2015. Given the long-term demand for retail goods in 
the metro area, we believe developers will look to deliver new product 
by late 2014, as the economy strengthens further. 

Investment Sales

There were 18 notable investment sales of grocery-anchored shopping 
centers in the Washington metro area suburbs during 2013. Sales vol-
ume totaled $540 million ($175/SF) during 2013, compared to $475 mil-
lion ($290/SF) during all of 2012. Notably, DDR purchased Fairfax Towne 
Center in Fairfax County for $75.8 million ($298/SF) and Equity One pur-
chased Westwood Shopping Center in Montgomery County for $59.3 
million ($276).

Grocery-anchored shopping centers scored a 6.4 for investment worthi-
ness in 2013, unchanged from 6.4 in 2012, according to respondents to 
our annual Market Maker survey. This product type scored the second 
highest of all property types on the investment worthiness scale. Gro-
cery-anchored shopping centers are typically a favorite with investors 
during soft economic periods, since consumers still need groceries and 
basic goods during lean times. In addition, consumers are increasingly 
shifting to online shopping. This shift impacts malls and power centers 
more so than grocery-anchored shopping centers, concentrating the at-
tention of retail investors on grocery-anchored shopping centers.

Retail Market Outlook: A New Playbook

We expect the Washington metro area retail market to continue to im-
prove in 2014 and beyond. Retail jobs grew by 3,500 positions over the 
12 months ending in November 2013 and retailers will continue to ex-
pand in the Washington metro area through 2017. This sector will be 
aided by rising job gains in other sectors, particularly the Professional/
Business Services sector. This sector generates high-wage jobs – the kind 
that generates enough disposable income to support the retail industry. 
Further, rising home values in the region, as experienced in 2013, will 
leave residents feeling richer, and thus more likely to spend.

As demand improves, we expect asking rents to rise an 
additional 2.0% to 3.0% in 2014.

We believe confi dence will be reinstated to the local economy during 
2014 now that a two-year budget deal has passed. Given this, we ex-
pect retail spending will likely increase during 2014 even more so than 
in 2013. Vacancy rates for retail space are at or near their lowest levels 
since 2008, and will continue to approach their pre-recession levels. For 
grocery-anchored shopping centers within the Washington metro area, 
rents have risen and vacancy rates have dropped for four consecutive 
years. As demand improves, we expect asking rents to rise an additional 
2.0% to 3.0% in 2014. Creating outdoor, mixed-use centers with a blend 
of restaurants and shops that are anchored by residential communities 
has continued to appeal to customers and developers and will likely re-
main a strong strategy. We expect infi ll development to occur within the 
urban core, as the population continues to grow with residents and offi ce 
tenants. 
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Currently, tenants seeking space are interested in newer, Class A space 
with signifi cant foot traffi c. While the region’s low vacancy rate allows for 
new projects at this time, developers and retailers appear mindful of the 
competition presented by big box retailers and online shopping, even 
in the long bricks-and-mortar-dominated world of groceries. Consumers 
who venture to new centers are seeking an experience they cannot fi nd 
elsewhere.

Given its high incomes and well-educated workforce, we expect the 
Washington area retail market to perform as well or better than any other 
retail market in the nation.  Given high disposable incomes and a solid, 
highly educated employment base in the area, we expect the Washing-
ton area retail market to remain one of the premier retail markets in the 
nation. 

As a result, the successful investor and developer will be:

1. Selectively accumulating assets at below replacement cost while 
prices and interest rates are low. The window is closing, as prices 
and interest rates are rising.

2. Acquiring debt or recapitalizing assets.

3. Repositioning underperforming assets, especially with a mixed-use, 
grocery-anchored, outdoor format.

4. Investing in existing assets to enhance operational performance via 
better leasing and/or reduced cost. 

5. Developing new projects in select submarkets with good supply/
demand fundamentals.

Grocery-Anchored Shopping Center Sales
Washington Metro Area Suburbs

* Includes large portfolio sale by CalPERS.
Note: Excludes properties under contract.       
Source: Real Capital Analytics, graphic by Delta Associates; January 2014.
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* A score below 5.0 is considered to have more interested sellers than interested buyers.
Source: Delta Associates' Market Maker Survey; January 2014.
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We believe confi dence will be reinstated to the local economy 
during 2014 now that a two-year budget deal has passed. 
Given this, we expect retail spending will likely increase 

during 2014 even more so than in 2013.

Given high disposable incomes and a solid, highly educated 
employment base in the area, we expect the Washington 

area retail market to remain one of the premier retail 
markets in the nation.
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Capital Markets and

INVESTMENT TRENDS

Capital Continues to Flow Into Commercial Real Estate; While 
Washington Metro Assets Continue to Appeal, Competition 
Ensues Among Alternative Market Areas; Have We Seen the 
Beginning of the End of the Interest/Cap Rate Party?

Since 2010, investors have continued to deploy capital into commercial 
real estate in unprecedented volumes as a hedge against future infl a-
tion, as a more tangible investment alternative to bonds, and with more 
predictable results than the fi ckle stock and commodities markets. And 
looking ahead to 2014 and 2015, there may be a benefi t to commercial 
real estate from the recent bull market in stocks – the need to re-balance 
institutional assets out of infl ated stock portfolios and into real estate.

During 2013 we saw four major themes emerge in the investment sales 
market:

 Nationally, volume edged up despite a tepid economic performance. 
Regionally, volume declined slightly due to economic weakness 
and government dysfunction. Yet, locally apartment sales volume 
was robust while offi ce investors pulled back during 2013 as the un-
certain economic climate surrounding the Federal government took 
its toll. Multifamily investors pushed ahead with investments despite 
concern over the robust pipeline of new product delivered in 2013 
and product slated for delivery through 2016. Global investors con-
tinue to put capital into Washington real estate, despite the effects 
of Federal austerity and lower returns when compared to other met-
ro areas in the U.S. In particular, foreign investors have expressed 
greater interest in other global cities as competition for capital heats 
up. However, Washington remains among the top fi ve nationally 
and among the top ten globally as a top city for foreign real estate 
investment.

 Despite 30%+ gains in the stock market in 2013, investors pur-
sued real estate for consistent returns, especially in core product. 
Total returns in commercial real estate were 11% nationally for the 
12 months ending in September 2013, on pace with performance 
experienced during 2012. In spite of the largest point gain in history 
on Wall Street in 2013, consistent commercial real estate returns, in a 
tangible asset, attracted record levels of capital. 

 Locally, pricing and cap rate change were mixed in 2013, as offi ce 
market pricing plateaued while apartment pricing edged up. And 
offi ce cap rates compressed while apartment cap rates increased. 
But all these changes were modest, telling us that the party is likely 
over for this cycle in compression in cap rates and price increase 
unrelated to performance.

 Interest rates began their long-heralded rise. In May 2013 inter-
est rates ratcheted up but this rise hardly affected cap rates due to 
spread compression. How long will it take for tapering of the Fed’s 
bond-buying program to affect long rates? We think 2013 will be 
looked upon as the year that long-term interest rates began their 
long but gentle increase. Let’s hope the rate of increase remains 
gentle in 2014 and beyond. For if it does, then the market can ac-
commodate the rise with minimal disruption.

Investors have expressed greater interest in other global cities 
as competition for capital heats up. However, Washington 

remains among the top fi ve nationally and among the 
top ten globally as a top city for real estate investment.
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National Investment Sales of Offi  ce Buildings

* Estimate.
Source: Real Capital Analytics, graphic by Delta Associates; January 2014.

Let’s examine the investment market for commercial real estate in 2013, 
starting with the big picture and then zeroing in on Washington.  What 
does the market’s performance tell us about 2014?

Nationally, Sales Volume Up and Capital Moves to Higher
Yield Markets

Sales volume during 2013 edged up over steady performance during 
2012, which was boosted by year-end spikes. U.S. offi ce sales volume 
totaled approximately $84.2 billion during 2013, compared to the 2012 
total of $81.3 billion. Investors maintain real estate as a key element of a 
diversifi ed portfolio and near-term gains in the stock market bode well 
for the real estate investment market as institutions look to rebalance 
their portfolios.  Offi ce sales volume reached its highest level since the 
end of the last boom cycle in 2007.

Investors continue to put capital into U.S. commercial real estate be-
cause of the solid returns this asset class offers.  As reported by AFIRE, 
the U.S. remains the country that provides the greatest opportunity for 
capital appreciation. 

When comparing returns in stocks, bonds and commercial real estate, it 
is CRE that stands out over the long term at 8.66% – hence the out-sized 
fl ow of capital to this asset class. However, the bull stock market over 
the past 5 years has propelled returns in the stock market ahead of real 
estate in 1-year and 5-year comparisons.

Who were the signifi cant buyers of commercial real estate during 2013? 
At the national level, private equity was the greatest source of capital for 
sales across all product types, with 40.8% of the total – about the same 
share as in 2012.  The gap closed between the share of capital sourced 
between institutions and funds versus REITs and other public buyers. In-
stitutions and funds source 22.3% of capital, down from 29.9% one year 
ago, while REITs and other public buyers sourced 21.0%, up from 14.3% 
one year ago. Foreign buyers contributed a slightly larger share of the 
market in 2013 as compared to 2012 – 8.6% of total investment dollars in 
2013 compared to 7.5% of the market in 2012.

Investment Alternatives
Commercial Real Estate vs. Stocks vs. Bonds
12 Months Ending September 2013

Source: NCREIF, Delta Associates; January 2014.

Th e party is likely over for this cycle in compression in cap 
rates and price increase unrelated to performance.
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Washington Metro Returns: 1-Year Return Down in 2013 but 
10-Year Return Solid

As the national commercial real estate sales market produced strong re-
turns, the Washington metro area remained among the nation’s top in-
vestment markets.  However, its 1-year performance declined compared 
to other cities, as concern over the Federal budget combined with de-
clining property performance metrics produced below-average returns 
for investors. 

For comparison purposes, last year (during the 12 months ending Sep-
tember 2012), Washington offi ce assets produced a total one-year re-
turn (cash fl ow plus appreciation) of 7.28% while the national fi gure was 
9.85%. This year (for the 12 months ending September 2013), total one-
year returns realized in the Washington offi ce market were 5.67%, while 
national returns were 9.68%. In the short term, other metro areas are ex-
ceeding the Washington market’s return markedly. As a result, investors 
have started to look to other markets in order to obtain greater returns 
on commercial real estate assets.

For the 12 months ending in September 2011, 2012, and 2013 Washing-
ton offi ce returns ranked third, tenth, and eleventh among major mar-
kets, respectively. This decline relative to its peers speaks to the newly 
competitive nature of the local market and the challenges ahead. How-
ever, the total ten-year return for the Washington metro area outpaces 
the national average of 8.15%, and is fi fth among selected metro areas. 
Investors express confi dence in the region’s ability to produce solid 
long-term results.

Weaker returns resulted in weaker sales volume as offi ce building sales in 
2013 in the Washington area totaled $5.1 billion. This compares to $6.7 
billion during 2012. Offi ce transaction volume in Washington slowed as 
a result of the uncertain economic climate surrounding the economy 
and the effects of sequestration. The Federal government’s plan to cut 
spending and the impact on government contractors, a major user of 
Washington offi ce space, hampered investment interest.

Most Active Capital Sources
Investments in U.S. Commercial Real Estate  |  2013

Note:  Excludes portfolio sales and properties under contract; through September 2013.
Source: Real Capital Analytics, graphic by Delta Associates; January 2014.

Total Returns for Offi  ce Assets
Selected Metro Areas  |  12 Months Ending September 2013

Source: NCREIF, Delta Associates; January 2014.
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We think 2013 will be looked upon as the year that long-term 
interest rates began their long but gentle increase.
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Over the long term, returns are more predictable in Washington than in 
most other metro areas.  The fl ood of capital entering the market from 
2004-07 followed the run-up in values for Washington assets, caused 
returns to be negative in 2009 after the downturn in market conditions 
brought about by the recession. Total returns moved back into positive 
territory in 2010. By 2012 and through 2013, risk had been fully re-priced 
in Washington and Washington’s returns began to lag the national av-
erage for all four major product types, as shown in the accompanying 
graph.

Domestic and Foreign Investors Continue to Funnel Capital 
into the U.S.

Foreign investors continue to invest capital in the U.S., placing four U.S. 
cities among the top fi ve global markets that foreign investors plan to 
favor in 2014.  However, the Washington market fell out of the top fi ve 
this year according to the Association of Foreign Investors in Real Estate 
(AFIRE). Because of the long-term strength of its employment market 
and its sound mix of public and private tenants, the Washington offi ce 
market has attracted investment dollars, pounds, euros, krone, and yen 
for years. During 2013 however, markets of similar size and prominence 
have taken a larger piece of the pie.  For the fi rst time since 2006, Los 
Angeles offi ce investment sales volume outpaced Washington. In the 
past, Washington had steadily exceeded the offi ce investment sales vol-
ume of both Los Angeles and Chicago.

Given Washington’s long-term performance, Washington remains 
named by the Association of Foreign Investors in Real Estate (AFIRE) as 
one of its top markets for 2014, ranking behind New York, San Francisco, 
and Houston among U.S. cities and tenth among global markets.

Investors in Washington focused on offi ce and multifamily purchases in 
2013.  Total volume for all four product types was $9.7 billion in 2013, 
down 8% from the $10.6 billion of asset value that changed hands in 
2012.  Declining volume was the result of reduced offi ce investment 
sales, totaling $5.1 billion, down from $6.7 billion during the previous 
year.  Offi ce investors remained cautious as the effects of sequestration 
set in and as uncertainty surrounded the economy. Multifamily investors 
expressed concerns over the robust pipeline of new product. However, 
during 2013 apartment investment sales totaled $3.7 billion, up from 
$3.1 billion during 2012.

Total Investment Returns: Core Commercial Real Estate
Washington Metro Area vs. U.S.  |  12 Months Ending September 2013

Source: NCREIF, Delta Associates; January 2014.

Comparative Investment Sales Volume: Offi  ce Buildings
Selected Metro Areas

Note: Excludes whole-company transactions.
Source: Real Capital Analytics, graphic by Delta Associates; January 2014.
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Top U.S. Cities Among Foreign Real Estate Investors in 2014

U.S. Rank Market
1 New York

2 San Francisco

3 Houston

4 Washington, DC

5 Los Angeles

Source: AFIRE, Delta Associates; January 2014.

Flex/industrial and retail sales remained limited during 2013 – however 
investment sales volume increased for both product types in 2013. Flex/
industrial investment sales totaled $413 million during 2013, compared 
to $380 million during 2012, and retail sales totaled $540 million during 
2013, compared to $450 million during 2012. 

Investors with access to capital continued to focus on trophy offi ce as-
sets or well-located multifamily product in 2013, planning to hold these 
well-performing assets for the long-term.  This extends a pattern seen 
in 2010-2012. Commodity product (Class B buildings at mediocre loca-
tions) is attracting little interest at this point in the cycle.

Given the solid performance of both grocery-anchored retail and fl ex/
industrial product, we expect to see these two sectors to continue to at-
tract investment capital in 2014.

We expect the Washington area to remain among the premier long-term 
investment markets in the nation, although returns from other major mar-
kets have surpassed Washington’s during the recent years. Investors are 
focusing on secondary markets to achieve greater yield. As a result, we 
think sales volume in the Washington metro in 2014 will be modestly 
lower than in 2013. 

Pricing and Cap Rate Change Mixed in 2013 

Offi ce market pricing plateaued in 2013 in the Washington metro area, 
due to a combination of the near-term property performance challenges, 
the recent run-up in pricing, and economic uncertainty. Sales prices aver-
aged $352/SF in the Washington metro area during 2013, compared to 
$355/SF during 2012. The most notable deal of the year was Principal 
Real Estate Investors/Hana Daol Trust purchasing 3000-3050 K Street, 
NW (Washington Harbour) in the Georgetown submarket for $372 mil-
lion ($668/SF). The building was 96% occupied at the time of sale.

We think sales volume in the Washington metro in 2014 will 
be modestly lower than in 2013.

Top Global Cities Among Foreign Real Estate Investors in 2014

Global Rank Market
1 London

2 New York

3 San Francisco

4 Houston

5 Los Angeles

6 Tokyo

7 Madrid

8 Munich

9 Paris

10 Washington, DC

Note:  Washington, DC trails Los Angeles in the global rankings (but not in the U.S. rankings) because of 
AFIRE’s point system for determining rankings based on investment objectives.
Source: AFIRE, Delta Associates; January 2014.
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The District of Columbia took the largest share of Washington metro 
area offi ce sales volume during 2013, at 49%. This share is down from 
63% during the previous year. Northern Virginia took 21% of the total 
sales and Suburban Maryland took 10%. The remaining 19% resulted 
from partial-interest transactions.  We expect the District of Columbia to 
remain the leader in sales volume in the near term as investors are still 
targeting core downtown assets, despite the recent shyness from inves-
tors in the Washington metro area overall.

Apartment pricing increased in 2013 for both high-rise and garden 
product. In 2012, the region recorded $1.4 billion of multifamily Class 
A building sales: eight low-rise properties and eight mid-rise or high-
rise properties. In 2013 (through November) the region posted $1.6 bil-
lion of multifamily Class A building sales (18 low-rise properties and four 
mid-rise or high-rise properties). The 2013 average per-unit price was 
17.2% higher than in 2012 for low-rise units (at $234,582), due in part 
to a larger number of units trading hands. High-rise prices are up 19.7% 
from 2012, at $470,989. Of note in the Washington region the break-up 
and sale of stalwart developer and operator Archstone to AvalonBay and 
Equity Residential closed in February 2013, covering 138 existing prop-
erties nationally, and many throughout the region.

In the Washington area, the average cap rate for core offi ce assets de-
clined 59 basis points in 2013, compared to an increase of 39 basis 
points in 2012.  For all product types combined, the average cap rate de-
creased by 32 basis points in 2013, compared to rising one basis point 
in 2012.

Other product types saw cap rates trend downward over the course of 
2013 except for apartment product which increased, as shown in the ac-
companying table.

Investment Sales
Washington Metro Area

Note: Excludes whole-company transactions.
Source: Real Capital Analytics, graphic by Delta Associates; January 2014.
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Sales Price vs. Replacement Cost

By the end of 2010, pricing had risen to the point where it was near re-
placement cost for apartment and offi ce properties in Washington.  A 
year later pricing on apartments shot past replacement cost and remains 
there today, which, in conjunction with strong demand for rental units, 
has led to an increase in development activity. By year-end 2013, existing 
apartment product remained more expensive than new development – 
hence the out-sized development pipeline. High pricing has in part con-
tributed to the enormous pipeline in the Washington metro area.

For example, here are the facts for a Class A high-rise apartment project:

Average price per unit in 2013: $471,000
Replacement cost in 2013 1/            $397,000
1/ $322,000 development cost plus $75,000 land cost.
Source: Annual survey by Delta Associates, conducted October 2013, of the region’s leading 
commercial real estate players.

For downtown offi ce product, however, the spread between pricing and 
replacement cost is minimal, hence a more controlled development pipe-
line:

Average price per SF in 2013: $556
Replacement cost in 2013 1/                     $564
1/ $414/SF development cost plus $150/SF land cost.
Source: Annual survey by Delta Associates, conducted October 2013, of the region’s leading 
commercial real estate players.

The comparable pricing to sell versus replace an offi ce asset speaks to 
the more muted pipeline. For apartment product, the continued gap in 
pricing is in part responsible for fueling the oversized apartment pipe-
line. Apartment cap rates trended up 20 basis points during the 12 
months ending October 2013 in part because of this gap.

Class A Garden and High-Rise Apartment
Average Sales Price  |  Washington Metro Area

* Through November 2013.
Source: Delta Associates; January 2014.

Survey of Year-End Cap Rates
Washington Metro Area

Source: Delta Associates’ Market Maker Survey; January 2014.
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In 2014, we expect cap rates to edge down nationally,
but stabilize or perhaps edge up locally.
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Volume: We expect national activity in 2014 to be much like 2013, driven 
by enhanced property performance and foreign investors seeking the 
safety of U.S. assets.  Look for volume in 2014 to be slightly better than 
2013, as investors continue to prefer retail and industrial while shifting 
capital toward undersupplied second-tier markets. 

Locally, we expect investment sales volume in 2014 to trail 2013. Inves-
tors will continue to seek Class B offi ce product only at outstanding loca-
tions with renovation in mind – the means to achieve yield, with delivery 
in 2015-16.  There is always a market for Class A offi ce in the nation’s 
capital.  Apartments will still be in favor, even with investors wary of the 
oncoming new supply. Demographic trends demand it.

As greater certainty is realized along with the budget deal, Washington 
commercial real estate assets will remain among the most desirable do-
mestically – a concept reinforced by the AFIRE rankings.  Investors both 
domestic and foreign will continue to look to Washington when seek-
ing acquisitions due to its solid track record, prospective employment 
growth, and strong core industries.  Critical to success will be recogniz-
ing the mismatch between existing product and evolving tenant require-
ments, whether for offi ce or apartment investment.  Identifying unique 
properties that can satisfy a modern offi ce tenant or a Millennial apart-
ment renter will separate the savvy investor from the rest of the fi eld. 

Investment Sales Outlook

Cap Rates: In 2014, we expect cap rates to edge down nationally, but 
stabilize or perhaps edge up locally as market conditions become more 
competitive amid increased supply.  In general, both the offi ce and 
apartment markets have too much supply in the pipeline given demand 
expectations.  In the Washington area, prices have already been bid up, 
and despite greater clarity as a result of the two-year budget deal, de-
mand for offi ce assets likely will continue to be soft.  We expect savvy 
investors to turn their attention to:

 Flex/industrial product, as the move to online retailing and just-in-
time inventory, as well as demand for space driven by cloud comput-
ing, is creating the need for more warehouse space.

 Retail, especially lifestyle and grocery-anchored, given an inade-
quate pipeline of development and demographic trends that sup-
port these niches. 

Prices: Nationally, we expect prices to rise due to improvement in asset 
performance. We expect prices in Washington to remain high – among 
the U.S. leaders – as investors remain attracted to the region’s strong 
track record.  However, pricing may move sideways or edge down in 
2014 due to weak property performance metrics, much like the move-
ment experienced during 2013.

In general, price appreciation in the Washington area in 2014 and 
beyond will be earned the old-fashioned way – by asset performance 
enhancement.
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2014 TrendSetter Award

RECIPIENTS

Each year, Transwestern and its research affi  liate, Delta Associates, honor an individual, or individuals, 
who have made a noteworthy contribution to the commercial real estate industry as a whole, and to the 
Washington metropolitan area in particular.

Th is year our TrendSetter honorees are George Carras, Founding Principal of StonebridgeCarras; Doug 
Firstenberg, Founding Principal of StonebridgeCarras; and Michael Stevens, President of Capitol River-
front Business Improvement District.
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Over the past twenty years, the Principals of StonebridgeCarras have 
been involved in real estate transactions in the Washington area 
exceeding $5 billion in value.  With a present focus on high quality, 
transit-oriented, mixed-use developments, the fi rm has delivered 
a spate of noteworthy projects that have been extraordinarily well 
received by their partners, lenders, tenants, and neighbors – leaving 
a lasting legacy of superior results and enhanced communities.  

As Founding Principals, George Carras and Doug Firstenberg 
have overseen StonebridgeCarras’ ascendance to the pinnacle 
of Washington’s real estate community.  After the completion of 
the award-winning 200 Eye Street, SE in 2012, and being selected 
by Montgomery County to lead transformational redevelopment 
projects in Wheaton and Bethesda in 2013, StonebridgeCarras is 
poised to remain at the forefront of trends in our industry.  For their 
decades of leadership and distinguished records of accomplishment, 
we are very pleased to honor George Carras and Doug Firstenberg 
as our Private Sector TrendSetters of the Year.

Since founding the Capitol Riverfront BID in 2006, Michael Stevens has 
led the transformation of an underutilized, industrial area fi ve blocks 
south of the U.S. Capitol into one of Washington, DC’s most dynamic 
and fastest growing urban neighborhoods.  Already home to a mixed-
use community of 35,000 daytime employees, over 3,000 residential 
units and a growing roster of retail, hospitality and entertainment 
venues, the Capitol Riverfront now has an additional $6.5 billion of 
projects planned or under construction. 

Serving as a central point of coordination for everything from urban 
planning and infrastructure improvements to retail openings and 
cultural events, Michael has been instrumental in the branding, 
development and marketing of the Capitol Riverfront.  He has built an 
organization that is viewed as effective, innovative and compassionate 
by the community, as well as the public and private sectors.  For his 
dedicated and steadfast leadership in spearheading the resurgence 
of this 500-acre urban neighborhood, we are very pleased to honor 
Michael Stevens as this year’s Public Sector TrendSetter of the Year.

GEORGE CARRAS
Founding Principal
StonebridgeCarras

DOUG FIRSTENBERG
Founding Principal
StonebridgeCarras

MICHAEL STEVENS
President
Capitol Riverfront Business
Improvement District
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Milton Peterson
2006 TrendSetter of the Year
Chairman
The Peterson Companies

F. Joseph Moravec
2005 Public Sector
TrendSetter of the Year
Commissioner
GSA Public Buildings Service

John E. (Chip) Akridge
2005 Private Sector
TrendSetter of the Year
Chairman
Akridge Real Estate Services

Douglas M. Duncan
2003 Public Sector
TrendSetter of the Year
County Executive
Montgomery County

Clayton F. Foulger
2004 Private Sector
TrendSetter of the Year
Principal and Vice President
Foulger-Pratt Companies

Bryant F. Foulger
2004 Private Sector
TrendSetter of the Year
Principal and Vice President
Foulger-Pratt Companies

Congressman Tom Davis
2004 Public Sector
TrendSetter of the Year
11th District of Virginia
U.S. House of Representatives

R. William Hard
2003 Private Sector
TrendSetter of the Year
Executive Vice President and
Principal-In-Charge, LCOR

Anthony A. Williams
2002 Public Sector
TrendSetter of the Year
Mayor 
District of Columbia

Robert Gladstone
2002 Private Sector
TrendSetter of the Year
Chairman
Quadrangle Development

Andrew Florance
2007 Public Company
TrendSetter of the Year
Founder, Director,
President & CEO
CoStar Group, Inc.

Benjamin Jacobs
2007 Private Company
TrendSetter of the Year
Managing Partner
The JBG Companies

Oliver T. Carr, III 
2008 TrendSetter of the Year
President & CEO
Carr Properties

Michael Glosserman
2007 Private Company
TrendSetter of the Year
Managing Partner
The JBG Companies

W. Christopher Smith, Jr.  
2009 Private Sector
TrendSetter of the Year
CEO
William C. Smith & Co.

Donald Wood
2009 Public Sector 
TrendSetter of the Year
President & CEO
Federal Realty Investment Trust

Th omas S. Bozzuto
2010 Private Sector
TrendSetter of the Year
Chief Executive Offi cer
The Bozzuto Group

James E. Bennett
2010 Public Sector 
TrendSetter of the Year
President & CEO
Metropolitan Washington 
Airports Authority

Doug Donatelli
2011 Private Sector
TrendSetter of the Year
Chairman and CEO
First Potomac Realty Trust

Elizabeth Price
2011 Public Sector 
TrendSetter of the Year
President
NoMa Business 
Improvement District

George F. McKenzie
2012 Private Sector
President and CEO
Washington Real Estate 
 Investment Trust 

William B. Aslup III
2013 Private Sector
Senior Managing Director
Hines

Robert J. Murphy
2013 Private Sector
Managing Principal
MRP Realty

Gerald L. Gordon, Ph.D.
2012 Public Sector 
President and CEO
Fairfax County Economic 
Development Authority
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Past TrendSetter Award Recipients

Th omas M. Garbutt
2001 Institutional
TrendSetter of the Year
Managing Director
TIAA-CREF

Michael J. Darby
2001 Entrepreneurial
TrendSetter of the Year
Principal
Monument Realty, LLC

Jeff rey T. Neal
2001 Entrepreneurial
TrendSetter of the Year
Principal
Monument Realty, LLC

Ray D’Ardenne
2000 TrendSetter of the Year
Chief Operating Offi cer
Lend Lease Real
Estate Investments

Daniel T. McCaff ery
1999 TrendSetter of the Year
President
CCR McCaffery
Developments

Robert E. Burke
1998 TrendSetter of the Year
Executive Vice President,
Operations
Boston Properties

Raymond A. Ritchey
1998 TrendSetter of the Year
Executive Vice President,
Head of the Washington, D.C.
Offi ce & National Director of
Acquisitions and Development
Boston Properties

2013 Market Maker Survey Participants
Delta Associates thanks all of its 2013 Market Maker Survey participants, among whom are the following: 

Akridge Companies IBUS Management & Development Inc. Quadrangle Development Corporation
AvalonBay Communities J Street Companies Rappaport Companies
Boston Properties John B. Levy & Co. RCP Development Company
Clark Realty Capital John Hancock Real Estate Finance Group Rosenthal Properties
Donohoe Companies Kettler Management Seaton Benkowski & Partners
DRI Development Services LLC LCOR Starr Capital
First Centrum Corporation Monument Realty Transwestern
George Mason University Northwood Investors Velsor Properties
GID Companies Panattoni Development Company Washington Real Estate Investment Trust
Gimbert Associates LLC Paradigm Development Company -
Hines Interests Ltd. Partnership Penrose Group -



 
 

 

for showing what can 
be done.

Banking and financing solutions set you up for success. 
Relationships help make it happen.

Successful owners look at every option, and PNC is here with a comprehensive set of financing 

and banking solutions and the expertise to put it to work. So whether you need construction, bridge 

or permanent financing; public equity and debt solutions; and treasury management, risk management 

or loan syndications — PNC is right here with answers, and with you all the way. For those ready to 

build a relationship with a consistent provider of capital and so much more, it’s time to think PNC.

To learn more, visit pnc.com/realestate.

PNC, Midland Loan Services and “For the Achiever in You” are registered marks of The PNC Financial Services Group, Inc. (“PNC”). Lending products and 
services require credit approval and are offered by PNC Bank, NA, a wholly owned subsidiary of PNC. Investment banking and capital markets activities are 
conducted by PNC through its subsidiaries PNC Bank, National Association, PNC Capital Markets LLC, and Harris Williams LLC. Services such as public 

finance advisory services, securities underwriting, and securities sales and trading are provided by PNC Capital Markets LLC. Merger and acquisition advisory and 
related services are provided by Harris Williams LLC. PNC Capital Markets LLC, and Harris Williams LLC are registered broker-dealers and members of FINRA and 
SIPC. Harris Williams & Co. is the trade name under which Harris Williams LLC conducts its business. PNC does not provide legal, tax, or accounting advice. ©2013 The 
PNC Financial Services Group, Inc. All rights reserved.   CIB PDF 0613-033-148004

*Source: MBA 2012

◊

Gables Sheridan
Atlanta, GA



Being visionary starts by 
seeing what’s right in front  
of you.

The biggest opportunities are 
sometimes the hardest to see. When you 

work with Baker Tilly, our real estate specialists 
have the experience to not only help you see the big 

picture, but also to leverage our industry know-how to expand 
your resources and maximize opportunities. As your Valued Business 

Advisor, we won’t just tell you what you want to hear, but exactly what’s needed.
 

Want a more visionary advisor? The choice is right in front of you.

Connect with us: bakertilly.com

© 2014 Baker Tilly Virchow Krause, LLP.
Baker Tilly refers to Baker Tilly Virchow Krause, LLP, an independently owned and managed member of Baker Tilly International.
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Mid-Atlantic Headquarters
1700 K Street, NW
Suite 660 
Washington, DC 20006
202.775.7000

Suburban Maryland
6700 Rockledge Drive
Suite 500A
Bethesda, Maryland 20817
301.571.0900

Headquarters
4350 North Fairfax Drive
Suite 750
Arlington, VA 22203
Phone 571.858.9440

www.driinc.com

Atlanta
Austin

Baltimore
Bethesda
Boston

Chicago
Dallas
Denver
Detroit

Fort Lauderdale
Fort Worth
Greenwich
Houston

Los Angeles
MENA
Miami

Milwaukee
Minneapolis

New Jersey
New Orleans

New York
Northern Virginia

Oklahoma City
Orange County

Orlando
Phoenix

Salt Lake City

San Antonio
San Diego

San Francisco
Seattle

Silicon Valley
St. Louis

Walnut Creek
Washington, D.C.

Partners in Excellence

Transwestern is the Mid-Atlantic Region’s preeminent full-service commercial real estate fi rm.

Delta Associates, an affi  liate, is a national provider of industry information, market analysis,
and feasibility consulting for commercial real estate.

Headquarters
500 Montgomery Street
Suite 600
Alexandria, Virginia 22314
703.836.5700

www.DeltaAssociates.com

Northern Virginia
8614 Westwood Center Drive
Suite 800
Vienna, Virginia 22182
703.821.0040

Baltimore/Washington Corridor
7160 Columbia Gateway Drive
Suite 210
Columbia, Maryland 21046
443.285.0700

National Headquarters
1900 West Loop South
Suite 1300
Houston, Texas 77027
713.270.7700

www.transwestern.net






